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PART |. FI NANCI AL | NFORVATI ON

| TEM | . CONSCLI DATED FI NANCI AL STATEMENTS

SONUS COMMUNI CATI ON HOLDI NGS, | NC. AND SuBSI DI ARl ES

(DEBTOR- | N- POSSESSI ON see Note 2)

CONSOLI DATED BALANCE SHEETS

( UNAUDI TED)

- ASSETS -
CURRENT ASSETS:
Cash and cash equival ents
Accounts receivable, net of allowance for doubtfu
accounts of $147,671 in 2001 and $125, 020 on 2000
Prepai d expenses and ot her
TOTAL CURRENT ASSETS

PROPERTY AND EQUI PMENT, net of accunul ated depreciation of
$234, 433 in 2001 and $168,088 in 2000

GOODW LL, NET
SECURI TY AND EQUI PMENT DEPCSI TS

TOTAL ASSETS

- LIABILITIES AND STOCKHOLDERS' EQUI TY —

CURRENT LI ABI LI TI ES
Account s payabl e
D.1.P. note payable
Current portion of capitalized | ease obligation
and convertibl e debentures
Due to sharehol ders
Accrued taxes
Accrued expenses, other

TOTAL CURRENT LI ABILITIES

LONG- TERM LI ABI LI TI ES:
Convertibl e debentures, net of discount and current
portion
Capitalized | ease obligations, net of current portion
O her non-current liabilities

TOTAL LONG TERM LI ABI LI TI ES
LI ABI LI TI ES SUBJECT TO COVPROM SE
TOTAL LI ABILITIES
COVM TMENTS AND CONTI NGENCI ES
STOCKHOLDERS' EQUI TY:
Common stock, $.0001 par val ue; 100, 000,000 shares
aut hori zed; 12,179,779 shares and 12, 092, 285
shares issued and outstanding in 2001 and 2000
Addi tional paid-in capita
Accunul ated deficit

TOTAL STOCKHOLDERS' EQUI TY

TOTAL LI ABILITIES AND STOCKHOLDERS' EQUI TY

June 30, Decenber 31
2001 2000

$ 508, 929 $ 32,884

1, 504, 549 1,524, 168

115,018 53, 188

2,128, 496 1,610, 240

488, 421 479, 124

3, 392, 007 3, 515, 352

795, 993 446, 756

$ 6,804,917 $ 6,051,472

$ 263, 544 $ 4,117, 250
583, 429 -

230, 000 311, 422

- 57, 000

302, 196 277, 305

423, 280 25, 035

1, 802, 449 4,788,012

114, 854 93, 614

- 370, 032

- 38, 000

114, 854 501, 646
4,515, 225 -

6, 432,528 5, 289, 658

1,218 1, 209

10, 423, 877 9, 958, 922

(10, 052, 706) (9, 198, 317)

372, 389 761, 814

$ 6,804,917 $ 6,051,472

See notes to consolidated financial statenents



SONUS COMMUNI CATI ON HOLDI NGS,

( DEBTOR- | N- POSSESSI ON see Note 2)
CONSOLI DATED STATEMENTS OF OPERATI ONS
( UNAUDI TED)

OPERATI NG REVENUE
Tel ecommuni cati on services

OPERATI NG EXPENSES
Di rect expenses

Selling, general and adm nistrative
Goodwi I | anortization

LOSS FROM OPERATI ONS

OTHER | NCOVE ( EXPENSE)
I nterest (expense)

LOSS BEFORE REORGANI ZATI ON | TEMS, | NCOVE TAXES
AND EXTRAORDI NARY GAI N

REORGANI ZATI ON | TEMS
Legal and professional expenses

LOSS BEFORE | NCOVE TAXES AND EXTRAORDI NARY GAI N
Provi sion for incone taxes

LOSS BEFORE EXTRAORDI NARY GAI N
Extraordi nary gain — forgiveness of debt

NET LCSS

LOSS PER COVMMON SHARE

Loss before extraordinary gain
Extraordinary gain — forgiveness of debt

BASI C AND DI LUTED NET LOSS

BASI C AND DI LUTED WEI GHTED AVERAGE SHARES
QUTSTANDI NG

Three nonths ended
June 30

1, 549, 304 2,078,915
1, 428, 666 1, 658, 357
61,673 92,291

(549, 318) (1,579, 554)
(117, 340) (58, 140)

(666, 658) (1,637, 694)

191, 549 -

I NC. AND SUBSI DI ARI ES

Si x nmonths ended
June 30

$ 5,135,210 $ 2,417,826

3,181, 817 2,451, 309
2,693, 266 2,239, 900
123, 346 92,291

(863,219) (2,365, 674)
(225, 219) (55, 690)

(1,088, 438) (2,421, 364)

219, 145 -

$ (854,389) $(2,421,364)

$ (.11) $ (.37)
.04 -
$ (.07) s (.37)

12,098, 054 7,248,071

12,095, 186 6, 547, 662

See notes to consolidated financial statenents



SONUS COVMMUNI CATI ON HOLDI NGS, | NC. AND SUBSI DI ARI ES
(DEBTOR- | N- POSSESSI ON see Note 2)
CONSOLI DATED STATEMENTS OF CASH FLOWS

( UNAUDI TED)

CASH FLOWNS FROM OPERATI NG ACTI VI TI ES
Net | oss
Adj ustnents to reconcile net loss to net cash provided
by (used in) operating activities
Depreciation and anortization
Provi sion for uncollectible accounts receivable
Anmortization of debt di scount
Non cash consulting fee
Tinme contributed in lieu of salary
Extraordinary item — forgiveness of debt
Changes in assets and liabilities
I ncrease in accounts receivable
Decrease in installnent sales receivable
(I'ncrease) decrease in prepaid expenses
Increase in accounts payable
I ncrease (decrease) in accrued expenses

NET CASH PROVI DED BY (USED I N) OPERATI NG ACTI VI TI ES
CASH FLOWS FROM | NVESTI NG ACTI VI TI ES

Pur chase of equi pnent

Deposits for equipnent and circuits

I nvestnent in purchased business, net of cash acquired
NET CASH USED I N | NVESTI NG ACTI VI TI ES
CASH FLOWS FROM FI NANCI NG ACTI VI TI ES

| ssuance of convertible debentures

Net proceeds, DI P note payable

Payrment of | ease obligation for network equi pment

Private placenent of common shares, net

Repur chase of founder shares
NET CASH PROVI DED BY FI NANCI NG ACTI VI TI ES
NET | NCREASE ( DECREASE) | N CASH AND CASH EQUI VALENTS
CASH AND CASH EQUI VALENTS AT THE BEG NNI NG OF THE PERI OD
CASH AND CASH EQUI VALENTS AT THE END OF THE PERI CD
SUPPLEMENTAL SCHEDULE OF NON- CASH | NVESTI NG AND FI NANCI NG

ACTI VI TI ES:
Beneficial conversion discount recorded
Warrants issued with convertibl e debentures

Warrants issued in settlenent of consulting agreenent

Warrants issued in connection with managenment consulting
Agr eenent

Conversi on of convertible debentures into common stock
Common stock issued with convertible debentures
Common stock issued to acquire Enmpire One

Warrants issued to owners in connection with
Enpire One acquisition

Net liabilities assumed with Enpire One acquisition

$

©Y B B & ©

©

Si x Mont hs Ended

June 30
2001 2000
(854, 389) $(2,421, 364)
188, 368 216, 924
246, 454 54,671
188, 384 -
280, 000 -

- 56, 000
(453, 194) -
(226, 835) (487, 228)

- 1,935

(61, 831) 134, 302
297, 025 728, 690
606, 712 (174, 476)
210, 694 (1, 890, 546)
(74, 319) (26, 534)
(349, 237) (313, 296)

- (50, 096)

(423, 556) (389, 926)
225, 000 300, 000
582, 000 -

(118, 093) 244, 229

- 1,647,572

- (56, 000)

688, 907 2,135,801
476, 045 (144, 671)
32,884 234, 688
508,929 $ 90, 017
86,657 $ 75,111
74, 057 -
3, 600 -
280, 000 -
20, 640 -

- $ 188, 393

- $ 3,197,571

- $ 989, 487

- $ 1,228,210



OTHER | NFORMATI ON:
Cash paynments for interest $ 58,325 $ 78, 765

Cash payments for income taxes $ - $

SONUS COVMUNI CATI ON HOLDI NGS, | NC. AND SUBSI DI ARl ES
CONDENSED NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
June 30, 2001
( UNAUDI TED)

NOTE 1 - BASI S OF PRESENTATI ON

The acconpanyi ng consol i dated financial statenents apply to the Conpany and its wholly-
owned subsidiaries and reflect all adjustnments which are, in the opinion of managenent,
necessary for a fair presentation of the Conpany's consolidated financial position as of
June 30, 2001 and the results of operations and changes in cash flows for the three and six
nont hs ended June 30, 2001 and 2000. The results of operations for such periods, however,
are not necessarily indicative of the results to be expected for a full fiscal year. This
Form 10- @SB shoul d be read in conjunction with the Form 10-KSB for the fiscal year ended
Decenber 31, 2000.

NOTE 2 - FINANCI AL CONDI TION, LI QUI DI TY AND FI LI NG OF CHAPTER 11

On April 2, 2001, each of the Conpany's wholly owned subsidiaries (Enpire One

Tel ecommuni cations Inc. (“EOT”), Sonus Comunications Inc. (“Sonus”), EOT

Tel ecommuni cations of Canada Inc., and Enpire One Power Inc.), filed a Petition for Relief
under Chapter 11 of the Bankruptcy Code in the United States Bankruptcy Court for the
Southern District of New York. The Conpany intends to operate its business in Chapter 11
in the ordinary course and to seek to obtain the necessary relief fromthe Bankruptcy Court
to pay its enployees, trade and certain other creditor post-petition obligations in full
and on tine. Under Chapter 11, certain clains against the Debtors in existence prior to
the filing of the Petition are stayed while the Debtors continue busi ness operations as
Debt or -1 n- Possession. These clainms are reflected in the June 30, 2001 consolidated bal ance
sheet as “Liabilities Subject to Conpronmise”. Additional clains (liabilities subject to
conproni se) may arise subsequent to the filing date resulting fromrejection of executory
contracts, including | eases, and fromthe determ nation by the Court (or agreed to by
parties in interest) of allowed clains for contingencies and other disputed anounts.

Cl ai ms secured agai nst the Debtors assets (“secured clains”) also are stayed, although the
hol ders of such clains have the right to nove the Court for relief fromthe stay. Secured
clainms are secured primarily by liens on the Debtors property, plant and equi pnent.

Consolidated liabilities subject to conprom se as of June 30, 2001 include the follow ng:

Capitalized | ease obligations $ 272,426
Account s payabl e 4,072, 801
Accrued expenses 112, 998
Due to sharehol ders 57, 000
Consolidated liabilities subject to conpronise $ 4,515, 225

The anmount and |ikelihood of allowed clainms is not currently estimable, as the Company is
in the early stages of the Chapter 11 process.

The Debtors have received approval fromthe Bankruptcy Court to pay or otherw se honor
certain of its pre-petition obligations, including enployee wages and certain taxes. The
Debt ors have determ ned that there is sufficient collateral to cover the interest portion
of schedul ed paynents on its pre-petition debt obligations (primarily a capitalized | ease
obligation), and is continuing to accrue interest on this obligation. Pursuant to an
order, the Debtors are providing adequate assurance paynents to one vendor (Verizon), which
requi res sem -nonthly payments for post-petition services (equivalent to two weeks of |ocal
service connectivity charges paid in advance) of approxi mately $78,000. The order also
required a security deposit to be paid to the vendor of approximtely $233,000. This
deposit is included in Security and Equi pment Deposits as of June 30, 2001. In June 2001,
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the Debtor reached a settlenment agreenent with a vendor concerning a | ease obligation. The
| easee under the original |ease agreenent was Sonus, and the Court approved settl enent
provided for the Debtors to pay for one schedul ed post-petition | ease paynent, pay a one
nont h advance paynent on another equi pnent |ease with the sanme |essor, and return the

equi pment in return for a conplete discharge of the obligation under the | ease. As a
result of this settlement, the Conpany recorded approxi mately $303, 000 of extraordinary
gain fromthe forgi veness of debt in the second quarter, conprised of $271, 000 renai ni ng
capitalized | ease obligation and $32,000 of other accrued expenses. The carrying val ue of
t he underlying equi pment subject to | ease had been witten-off at Decenber 31, 2000. The
Debt ors have not yet filed a plan of reorganization with the Bankruptcy Court, and on July
26, 2001, filed a notion to extend the time within which the Debtors may file the plan. On
August 8, 2001, the Court approved a 90 day extension to file a reorganization plan

ef fective August 8, 2001. On July 26, 2001, the Debtors filed with the Bankruptcy Court a
notion to reject executory contracts and un-expired | eases pursuant to section 365(a) of

t he Bankruptcy Code. On August 8, 2001, the Court approved the notion to reject executory
contracts and un-expired | eases. The carrying values of pre-petition liabilities as of
June 30, 2001 have not been adjusted to reflect the expected amount of allowed clains, as
this adjustnent is not yet currently estimable

To fund its operations during the bankruptcy proceeding, the Conpany has obtai ned $750, 000
in Debtor-1n-Possession (“DIP") and other interimfinancing. This financing is being used
to fund operations and working capital during the bankruptcy proceeding. However, the
Debt or subsi diaries are prohibited from nmaking distributions to the Conpany as a result of
t he Bankruptcy. See Note 3 for a description of the financing

Each of the Conpany’s subsidiaries will continue to manage and operate its assets and
busi ness pending the confirmation of a reorganization plan and subject to the supervision
and orders of the Bankruptcy Court. Each of the Conpany’s subsidiaries is currently
devel opi ng the reorgani zation plan and intends to submt the reorgani zation plan for
confirmation prior to the due date. A notion to extend the tinme within which a plan nust
be filed was subnmitted to the Court on July 26, 2001. On August 8, 2001, the Court
approved an extension to file a reorgani zation plan for 90 days from approval date.

At this time, it is not possible to predict the outcone of the subsidiaries’ Chapter 11
cases or the effect on the Conpany’s business. Although nanagenent intends that the
Conpany’s subsidiaries will energe from bankruptcy in a pronpt and expeditious manner
there can be no assurance that a reorgani zation will be successful, or that the Conpany
will continue to own all or part of the subsidiaries follow ng any reorgani zation

The val ue of the Conmpany’s commobn stock is highly speculative due to the fact that the
Conpany’s only material asset is the commopn stock of its wholly owned subsidiaries. The
conmmon stock of the Conpany’s subsidiaries may be cancelled in bankruptcy, |eaving the
Conpany without any material assets. The Conpany’s common stock nmay have no val ue

The Conpany’s consolidated financial statenents have been prepared on a going concern
basi s, which contenplates continuity of operations, realization of assets and |iquidation
of liabilities and commtments in the normal course of business. Prior to the filing of
Chapter 11, the Conpany incurred recurring |osses fromoperations, had a working capita
deficiency of approxi mately $3, 400,000, had defaulted on certain convertible debentures
and had insufficient funds available for operations. Subsequent to filing of Chapter 11,
t he Conpany has taken steps to restructure the operations and cost structure of the
Conpany, and stabilize vendor relationships and stimul ate business growth through

depl oynent of the recent financing proceeds. However, the Conpany is still incurring
operating losses, and the timng and ultinmte outcome of the Chapter 11 process is not
predictable. These conditions raise substantial doubt about our ability to continue as a
goi ng concern. The appropriateness of reporting on the going concern basis is dependent
upon, anong ot her things, confirmation of a plan of reorganization for the subsidiaries,
future operations, and the ability to generate sufficient cash from operations and
financing sources to neet obligations. The consolidated financial statenments included
herein do not include any adjustnments relating to the commencenent of the Debtor’s
bankruptcy case or to reflect the possible future effects on the recoverability and
classification of assets or the anpbunts and classification of liabilities that may result
fromthe outcone of the uncertainty of the Conpany's ability to continue as a going
concern.



NOTE 3 - FI NANCI NG

On January 3, 2001, the Conpany sold $80,000 in original principal amunt of its 15%
Secured Subordi nated Converti bl e Debentures, convertible into conmon stock at $.05 per
share, to Quadrant Managenent Inc., a shareholder. The 15% debentures were guaranteed by
Enpi re One Tel econmuni cations, and collateralized by all of the accounts receivable (now
and after acquired) of the Conpany and Enpire One Tel ecommunications. The security interest
is subordinate to existing Iliens on | eased equi pnment and any institutional debt financing
or receivables financing the Conpany may enter into. The Conpany received proceeds of

$75, 000, net of a $5,000 origination fee. In connection with these debentures, the Conpany
al so i ssued Quadrant Managenment Inc. a warrant to purchase up to 1,000,000 shares of comon
stock at $.02 per share. The warrant contained "piggy-back" registration rights covering
the shares underlying the warrant, and the warrant expires three years fromissue date.

The warrant may be exercised on nultiple occasions in amobunts not |ess than 15% of the
original anmount issued before the expiration of its term In the event (1) a registration
statenment has been filed under the Securities Act, and such registration statenment is

decl ared effective by the S E.C., and (ii) the bid price of the comopn stock is $1.00 or

hi gher for twenty consecutive trading days, the Conpany shall have the option to deliver a
redenption notice to the holder of the warrant. Upon delivery of the redenption notice,
all warrants which remain outstanding on the 30'" day follow ng delivery of the redenption
notice shall be automatically redeemed by the Conpany for $.0001 per warrant.

As the debentures included 1,000,000 warrants, an allocation of fair val ue between debt and
equity was recorded based on their relative fair values on issue date. The fair val ue
ascribed to the warrants was $. 051 per share, and the relative fair value of $31, 200 was
recorded as a discount on the debentures. This discount on the debentures, and the $5, 000
origination fee, were anortized over the termof the loan (three nonths). Additionally, in
accordance with EITF 98-5 and 00-27, an additional discount to the debentures was
recogni zed to account for an enbedded beneficial conversion feature present at the tine of
i ssuance. This beneficial conversion conponent was $43, 800 and was recorded as a di scount
at issue date. The discount was anortized over the termof the conversion period, which
was i nmmedi ate. The conversion price of the debentures is $.05 per share

The 15% debentures becanme due on April 2, 2001 and are in default. The Conpany has not paid
either principal or interest on the 15% debentures, and owes approximately $86, 000 of
principal and accrued interest on the 15% debentures as of June 30, 2001.

In May and June 2001, the Conpany obtai ned Debtor-In-Possession (“DIP") and other interim
financing. The financing was conprised of two separate transactions: a $150,000 financing
for Sonus Conmuni cation Hol dings, Inc. (which is not party to the Chapter 11 proceeding),
and a $600,000 DI P financing for Enpire One Tel ecommunications Inc. The formof the
financing for Sonus Conmuni cation Hol dings, Inc. was an offer to sell investors up to 150
units, with each unit conprised of a $1,000 8% convertibl e debenture and a commopn stock
purchase warrant, which entitled the holder to purchase 16,000 shares of the common stock
of the Conpany for $.01 per share. The convertible debenture matures twel ve nonths from
i ssue date, and nay be converted into conmon stock of the Conpany any tinme at or prior to
maturity at a conversion price of $.03 per share. The formof the D P financing for EOT
was a 12% secured term note, which matures twelve nonths fromissue date. The D P
obligation is secured by custonmer accounts receivable and other assets of EOI. The D P
obligation has super-priority status over all other adnministrative expenses and unsecured
clai ms agai nst EOT. The proceeds fromthe D P and other financing were received fromthe
sane investors, who allocated their individual investments as follows: 80%allocated to the
DI P financing, and 20% al | ocated to the other Conpany financing. The Conpany received
$150, 000 of proceeds in May fromthe convertibl e debentures, and EOT received $582, 000
($600, 000 net of $18,000 placenent fee) in June 2001. The DI P financing for EOT was
approved by the U. S. Bankruptcy Court in June 2001. The placenent fee is being anortized
over the termof the loan (12 nonths). For the six nonths ended June 30, 2001,

approxi mately $1,400 of this placenent fee was anortized.

As the Company’s debentures included 2,400,000 warrants, an allocation of fair value

bet ween debt and equity was recorded based on their relative fair values on issue date. The
fair value ascribed to the warrants was $.025 per share, and the relative fair val ue of
$42, 857 was recorded as a di scount on the debentures. This di scount on the debentures was
anortized over the termof the exercise period. As the warrants are exercisable

i medi ately upon issuance, the anortization of the entire discount was recorded coi nci dent
with issuance. Additionally, in accordance with EI TF 98-5 and 00-27, an additional discount
to the debentures was recognized to account for an enbedded beneficial conversion feature
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present in the warrants at the tinme of issuance. This beneficial conversion conponent was
$42,857 and was recorded as a discount at issue date. The discount was anortized over the
termof the conversion period. As the debentures are convertible inmmediately upon

i ssuance, the entire discount was recorded coincident with i ssuance. The conversion price
of the debentures is $.03 per share. The warrants expire on the third anniversary fromthe
date of issuance. The warrants contain "piggy-back" registration rights covering the
shares underlying the warrants.

In June 2001, pursuant to an agreenent between the Conpany and a hol der of an 8% $20, 000
convertible debenture (issued June 2000), the Conpany converted the debenture according to
its original terns. The debenture, which was in default (as it was required to be
converted or redeened in cash as of Septenber 30, 2000), together with accrued interest

t hereon, was converted into 87,494 shares of the Conpany’s common stock (conversion price
of $.236).

I'n June 2001, the Conpany entered into an agreenent to purchase a new tel ecomuni cations
switch from Copper Com The purchase price of the new switch is $306, 700, and the Conpany
paid a $60, 000 deposit on the equi pment. The acquisition is contingent upon receiving
approval fromthe Bankruptcy Court for the acquisition, and also is contingent upon the
rejection of a lease on the existing switch (the rejection of this lease is included in the
notion to reject executory contracts and un-expired | eases discussed in Note 2). Upon
approval, the Conpany intends to obtain external financing for the remaining $246, 700
purchase price. |In the event that the Conpany is unable to obtain external financing 120
days fromthe date of the agreement, Copper Comw || finance the renaining purchase price
with an 18% anorti zing note, requiring nonthly paynents of $15,000 over 19 nonths. The
notion to approve the switch acquisition (and reject the | ease on the existing switch

| ease) was approved by the Court on August 8, 2001. The $60, 000 deposit is included in
Security and Equi prent Deposits as of June 30, 2001.

NOTE 4 - GOCDW LL

Goodwi Il is attributable to the acquisition of EOT in March 2000. This transaction was
accounted for as a purchase and is stated at fair value as of the acquisition date, |ess
accurmul ated anortization and an inpairnment charge. The goodwill is anortized using the

straight-1ine nethod over 15 years. Goodwi |l anortization in 2000 has been retroactively
adj usted from anobunts previously reported for certain adjustnents recorded at 12/31/00.
These adj ustments reduced nerger date goodwi || by approximately $2,418,000. Accordingly,
anortization for the three nmonths and six nonths ended June 30, 2000 was reduced by

appr oxi mat el y $40, 000.

NOTE 5 - NET LOSS PER SHARE

Basi c earnings (loss) per share exclude dilution and is conputed by dividing incone
avai l abl e to common sharehol ders by the wei ghted average nunber of common shares
out standi ng for the period.

Diluted earnings (loss) per share is conputed by dividing i ncone avail able to common
sharehol ders by the wei ghted average nunber of common shares outstanding for the period,
adjusted to reflect potentially dilutive securities. Due to a loss in 2001 and 2000, the
options, warrants and convertible debentures are not included in the conmputation of diluted
| oss per share because the effect would be to reduce the | oss per share.

NOTE 6 — ACCOUNTI NG POLI Cl ES

I'n June 2001, the Financial Accounting Standards Board issued Statenents of Financi al
Accounting Standards No. 141 and 142 (SFAS No. 141 and No. 142), *“Business Conbinations”,
and “Goodwi I | and Ot her Intangible Assets”. SFAS No. 141 requires all business

conbi nations to be accounted for using the purchase nmethod. SFAS No. 142 addresses how
goodwi I | and ot her intangi ble assets should be accounted for after they have been initially
recogni zed in the financial statenments. SFAS No. 141 applies to all business conbinations
initiated after June 30, 2001, while SFAS No. 142 is effective for fiscal years begi nning
after Decenber 15, 2001. The Conpany is currently evaluating the inpact of SFAS 141 and
142.



NOTE 7 — OTHER EVENTS

I'n January 2001, the Conpany solicited all EOT and Sonus vendors to accept discounts on
trade payables. Vendors were asked to accept 90% di scounts on trade payabl e bal ances in
return for an i medi ate 10% cash paynent in satisfaction of the obligation. In sone cases
di scounts | ess than 90% were negotiated. During the first quarter of 2001, the Conpany
pai d approxi mately $55,000, and satisfied approximately $129, 000 of trade payables. The
net gain resulting fromthis nodification of debt of approximately $74, 000 was recorded as
an extraordinary gain in the first quarter of 2001

As of June 30, 2001, holders of $110,000 in original principal anmount of convertible
debentures had elected to convert their debentures into conmmon stock, |eaving a total of
$190,000 in original principal anpbunt of these debentures outstanding, plus approxi mately
$3,748 in accrued but unpaid interest. The debentures contain a provision stating that if
the Conpany or any of its subsidiaries commence any proceeding or other action relating to
it in bankruptcy, such as the proceedings filed by each of the Conpany's subsidiaries on
April 2, 2001, then the debentures are in default and the hol der(s) of the outstanding
debentures may, by witten notice, declare the outstanding principal, plus accrued but
unpaid interest thereon, to be i mediately due and payabl e.

On April 11, 2001, the Board of Directors approved the issuance of options and warrants to
key menbers of nmanagenment and the Board. On that date, options to purchase 300,000 shares
of the Conpany’s common stock were granted to managenent, warrants to purchase 100, 000
shares of the Conmpany’s common stock were issued to the CE O, and options to purchase
40, 000 shares of the Conpany’s common stock were issued to non-enployee directors. Al
options and warrants granted on this date provide for an exercise price of $. 01 per share
whi ch equal ed the cl osing market price of the Conpany’s comon stock on that date. The
options granted to nanagenent were in accordance with the 1999 Enpl oyee Stock | ncentive

Pl an, and provide for quarterly vesting over a three year period, and may be exercisable up
to ten years fromgrant date. The options granted to non-enpl oyee board nenbers were in
accordance with the 1999 Directors Stock Incentive Plan, and provide for inmediate vesting.
The warrants issued to the C.E. O vest 50% i medi ately upon i ssuance, and 50% upon

pl acenent of a permanent C. E. O for the Conpany. The warrants expire on the third

anni versary fromthe date of issuance. The estimated fair value of these enpl oyee and
director options, and warrants, was $11, 000

Also on April 11, 2001, the Board of Directors approved a managenent consulting agreenent
wi th Quadrant Managenent Inc., who is also a shareholder. Under the agreenent, Quadrant
assunes day-to-day operating control of the business operations of the Conpany, and this
operating control is executed by our current C.E. O, who is an enpl oyee of Quadrant. The
termof the agreement covers the six nonth period fromJanuary 1, 2001 to June 30, 2001,
and is renewabl e for another six nonth termupon nutual consent. The consulting agreenent
has been renewed for another six nmonth period. The fee arrangenment under this consulting
agreenent included paynent in warrants, and reinbursenent of any direct costs or expenses
incurred by Quadrant. In connection with this agreenent, the Conpany issued warrants to
purchase 1, 000, 000 shares of the Conmpany’s common stock, with an exercise price of $.01 per
share. The warrants are exercisable i mediately, and expire on the third anniversary from
the date of issuance. The warrants contain "piggy-back"” registration rights covering the
shares underlying the warrants. The estimated fair value of these warrants was $280, 000
(based on fair value of $.28 per share), and this was recorded as a professional service
expense in the second quarter

In the second quarter, the Conpany realized an extraordi nary gain (discussed in Note 2) of
approxi mately $303,000 fromthe settlenment of a capitalized | ease obligation. The carrying
val ue of the underlying equi prent subject to | ease had been witten—off at Decenber 31,
2000.

In May 2001, the Conpany reached an agreenent with L. Flonenhaft & Co., regarding the
cancel l ation of a consulting agreement entered into in August 2000. Under the origina
agreenent, which was executed in August 2000, L. Flonmenhaft and Co. Inc., who is also a
shar ehol der, woul d provide certain nerger and acquisition consulting services for a period
of 1 year. The fee under this agreenent was $115,000. The Conpany recorded the accrued
liability under this agreenent each nonth, but had not nmade any paynments. In My 2001, the
Conpany and L. Flonenhaft and Co. Inc. agreed to term nate the consulting agreenment and

wai ve the outstandi ng bal ance due under the original agreenent in return for an issuance of
warrants to purchase 20,000 shares of the Conpany’s commobn stock at an exercise price of
$.01. The accrued liability under the original agreement up to the date of the termination
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was approximately $80,000. The estimated fair value of the warrants issued was $3, 600
(based on fair value of $.18 per share), and recorded as an addition to paid-in-capital.
The warrants are exercisable i Mmedi ately, and expire on the third anniversary fromthe date
of issuance. The warrants contain "piggy-back" registration rights covering the shares
underlying the warrants. The renai ning anmount of the accrued liability of approximtely
$76, 000 has been recorded as an extraordi nary gain, as forgiveness of debt.

On or about July 24, 2001, the Conpany commenced an adversary proceedi ng agai hst Swi sscom
North America, Inc., a pre-petition and post-petition vendor providing carrier services to
the Conpany. The proceeding was filed with the Southern District of the U S. Bankruptcy
Court, and seeks judgnment against Swi sscom for danmages incurred as a result of wllful
violation of the automatic stay, breach of contract and tortious interference of its
service contract with the Conpany. The damage cl ai m seeks to recover damages totaling
approxi mately $3, 000,000 that are the result of actions of sudden, wllful, significant
reductions in conpletion rates of international |ong distance calls by Swisscom resulting
in substantial |oss of past and future revenues and custoners.

I TEM 2. MANAGEMENT' S DI SCUSSI ON AND ANALYSI S OF FI NANCI AL CONDI TI ON AND RESULTS OF
OPERATI ONS

The Private Securities Litigation Reform Act provides a "safe harbor" for forward-I| ooking
statenents. Certain statenents included in this Form 10-QSB are forward-1ooking and are
based on the Conpany's current expectations and are subject to a nunber of risks and
uncertainties that could cause actual results to differ materially fromresults expressed
or inmplied in any forward-I|ooking statenents nmade by, or on behalf of the Conpany. The
Conpany assunes no obligation to update any forward-|ooking statenments contained herein or
that may be made fromtine to tine by, or on behalf of, the Conpany.

The follow ng discussion of the financial condition and results of operations of the
Conpany should be read in conjunction with the financial statements and the notes to those
statenents and the other financial information included el sewhere in this Form 10- QSB.

OVERVI EW

On April 2, 2001, each of the Conpany's wholly owned subsidiaries (Enmpire One

Tel ecomuni cations Inc., Sonus Conmmunications Inc., EOT Tel econmuni cati ons of Canada Inc.,
and Enpire One Power Inc.), filed a Petition for Relief under Chapter 11 of the Bankruptcy
Code in the United States Bankruptcy Court for the Southern District of New York. The
Conpany has no material tangi ble assets other than the issued and outstandi ng stock of each
of its subsidiaries. The Conmpany's subsidiaries continue to operate their respective

busi nesses as debtors in possession under the Bankruptcy. The value of the Conmpany's
conmon stock is highly speculative due to the fact that the Conpany's only material asset
is the stock of its wholly owned subsidiaries, each of which has filed for bankruptcy under
Chapter 11. The comon stock of the Conpany’s subsidiaries may be cancelled in bankruptcy,
| eaving the Conpany wi thout any material assets. The commpn stock of the Conpany may have
no val ue.

Enpi re One Tel econmuni cations and Sonus are attenpting to reorgani ze their businesses under
Chapter 11, and intend to continue to be a full service, facilities-based retail

t el ecommuni cati ons provi der conbining |ocal and | ong di stance voice services and dial -up
and dedi cated I nternet access services in a single point of contact for sales and service
to both businesses and consuners in targeted ethnic niches throughout the United States,
provided it successfully reorganizes. The Conpany can provide no assurance that EOT or
Sonus will continue as wholly owned subsidiaries, or that the Conpany will continue to own
any interest in EOT or Sonus, follow ng the bankruptcy.

Through our wholly owned operating subsidiary, Enpire One Tel ecommuni cations, we currently
of fer a diverse range of integrated communication services, including standard voice

tel ecommuni cations (local and |ong distance), dial-up and dedi cated | nternet access and
speci al i zed data services (for comrercial users). |In addition, the Conpany naintains Wb
portals in Chinese, Russian and English. Al of the Conpany’s marketing, sales, and
custoner services are provided in the |anguages of the target markets. Currently, the
Conpany’s Custoner Service Representatives (“CSR s”) speak Cantonese, Mndarin, Russian and
Spani sh as well as Engli sh.
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The Conpany nerged with Enpire One Tel ecomuni cations on March 29, 2000. Prior to the
acqui sition of EOT, the Conpany operated its business through Sonus Communi cations Inc.
anot her whol ly owned subsidiary. Sonus was a whol esal e provider of |ow cost, high-quality
international tel ephone and Internet services. The Conpany offered Internet connectivity,
voice, facsimle, Internet, and e-commerce services to US and foreign tel ephone conpanies
and Internet Service Providers. The strategy underlying this business nbodel was to
establish routes into underserved geographic nmarkets such as countries that were fornerly
part of the Soviet Union (e.g. Republic of Georgia) and devel oping countries in Asia, the
Pacific Rimand the Caribbean. This strategy involved establishing a relationship with a

| ocal organization in the destination country that would own all necessary equi pment in
that country as well as establish any necessary working relationships with the | ocal phone
conpany or other conpanies. Substantial operating |osses were incurred under this node
due to several factors, including existence of several agreenents with foreign service
providers in politically unstable countries, and at unfavorable terns, significant price
erosion in wholesale pricing structure, lack of broad custonmer acceptance for the Voice
Over | P technology, and inability to launch the sales effort needed to attain a critica
mass of custoners. Subsequent to the nerger with EOT, the Conpany de-enphasi zed the Sonus
whol esal e business platformin favor of EOT"s facilities based retail business platform
and as of Decenber 31, 2000, Sonus was inactive.

As a result of the change in business nodel during 2000, conparisons of results to 2001 are
not necessarily neaningful. Also, as the nerger of EOT, which occurred on March 29, 2000
was accounted for as a purchase, results of operations of EOT are included prospectively
fromApril 1, 2000. Thus, six nmonth 2001 results reflect results of operations of Sonus
and EOT, while six nonth 2000 results of operations include only three nonths of EOT
operations and six nonths of Sonus operations.

Since we began offering local and | ong distance tel econmuni cati ons services, we have
incurred net operating |osses. As of June 30, 2001, the Conpany had consol i dated
accumul ated net | osses of approxi mately $10, 053, 000.

During the second quarter of 2001, managenent has worked to acquire financing, restructure
t he bal ance sheet and scal e back the cost of operations. Mnagenent has nade significant
reductions in operating costs through several strategies, including selective reductions in
headcount and reduction in marketing expenditures. Wth the acquisition of interim
financing, the Conpany believes that it has sufficient tenporary working capital to conduct
busi ness and make sel ective investnents designed to increase the custoner base and increase
revenue whil e operating under Chapter 11. Managenent believes that its financing and
restructuring efforts while under Chapter 11 can result in significant custoner and revenue
grow h, leading to eventual profitability. However, the Conpany can provi de no assurances
in that regard.

REVENUE

The Conpany (Sonus Communi cation Hol dings, Inc.) has no revenue generating operations, and
all revenue-generating operations are conducted through its subsidiaries, of which only EOT
remains currently active. As all of the operating subsidiaries are under Chapter 11, as

di scussed in Item 3, the subsidiaries may not distribute revenue or other funds to the
Conpany whil e under Chapter 11.

Through EOT, we generate revenue fromthe follow ng categories of service

- |l ocal calling services, which consist of nonthly recurring charges for
basi c service, usage charges for local <calls and service charges for
features such as call waiting and call forwarding;

- | ong distance services, which include a full range of retail |ong distance
services, including traditional switched and dedicated |ong distance
800/ 888 calling, international, calling card and operator services

- other data services, which consist primarily of nonthly recurring
charges for connections fromthe end-user to our facilities;

- whol esal e revenue fromother carriers in connection with |easing portions of
or placing traffic through, our network.
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Total revenue for the second quarter of 2001 was approxi mately $2,490,000 (entirely
conprised of EOT revenue), conpared to approxi mately $2,250,000 for the sane period in 2000
(comprised of EOT and Sonus revenue), representing an increase of 10.7% Revenue for the
second quarter of 2001 fell 5.8%fromthe first quarter of 2001, despite a 17% increase in
custoners. The sequential decline in revenue was attributable to seasonal factors (i.e.,
reduced | ong di stance usage) and service interruptions which resulted in substanti al
revenue |l oss. The service interruptions were attributable to one carrier (see Part |1,
item 1. adversary proceedi ng agai nst Swisscom North Anerica, Inc). This revenue |oss
occurred for approximately one nmonth (April), until traffic was re-routed to other
carriers. The Conmpany sustai ned substantial custoner attrition subsequent to the service
interruption. The increase in custoners during the second quarter resulted primarily from
failure of a conpeting carrier, and migration of a substantial nunmber of custoners from
this failed carrier to EOT. The benefit of this custoner increase is expected to nore
fully inpact revenue in the third quarter. For the six nonth period ending June 30, 2001
conpared to 2000, revenue increased 112.4%to approxi mately $5, 135,000 from $2, 418, 000. No
revenue was generated from Sonus in the six nonth period of 2001, as this business nodel
was decomm ssioned in 2000, and revenue in 2000 included EOT results prospectively fromthe
nmerger date of March 31, 2000.

DI RECT OPERATI NG EXPENSES

Qur direct operating expenses are conprised of costs to deliver comunications services,
and incl ude:

- costs to maintain the switch and other network el enents;

- costs for donestic origination and term nation;

- transport costs in routing international traffic for conpletion overseas;

- cost of lease internet facilities for our internet services;

- cost of providing |local exchange services, currently on a total resal e basis.

Direct operating expenses for the second quarter of 2001 were approxi mately $1, 549, 000
(comprised entirely of EOT expenses), a 25.5% decrease fromthe sane period of 2000

($2, 079, 000 conprised of Sonus and EOT expenses). Direct operating expenses for the second
gquarter of 2001 fell 5.1%fromthe first quarter of 2001, and gross margin for the second
guarter of 2001 was 38% conpared to 38% for the first quarter of 2001. For the six nmonth
peri od endi ng June 30, 2001 conpared to 2000, direct operating expenses increased 29.8%to
approxi mately $3, 182,000 from $2,451,000. No direct operating expenses were incurred in
Sonus in the six nonth period of 2001, as this business nodel was deconm ssioned in 2000,
and direct operating expenses in 2000 included EOT results prospectively fromthe nerger
date of March 31, 2000.

SALES, GENERAL AND ADM NI STRATI VE

Qur selling, general and adm nistrative (“SG&A’) expenses include costs associated with
sal es and marketing, customer service, billing, corporate adm nistration and personnel.

SGRA expenses for the second quarter of 2001 were approxi mately $1,429, 000, conpared to
approxi mately $1, 658,000 for the same period of 2000, representing a decrease of 13.8%
Resul ts from 2000 incl ude substantial overhead expenses fromthe Sonus network which was
decomm ssioned in the third quarter of 2000, and these expenses have been substantially
elimnated in 2001. SG&A expenses for the second quarter of 2001 increased by

approxi mately $165,000 or 13% fromthe first quarter of 2001. Conpensation and benefits
declined by $150,000 or 25% due in part to reductions in staff and nmanagenent headcount
(54 at end of the first quarter versus 52 at end of second quarter), non recurring charges
recorded in the first quarter of 2001 for wage continuation accruals of $28,000, as well as
a charge of $19,000 for tinmng differences related to non-cash conpensation. Marketing
expenses increased by $44,000 or 76% fromthe first quarter of 2001, due largely to
prograns that were inplenented to stimulate custoner growth and attract new custonmers from
failing conpetitors. Professional fees in the second quarter reflect an increase of

$280, 000 from a non-cash charge pursuant to the managenent consulting agreenent discussed
in Note 7. O her SG&A expenses declined by $10,000 fromthe first quarter of 2001 due to
general expense reduction initiatives. For the six nmonth period ending June 30, 2001
conpared to 2000, SG&A increased 20.2%to approximately $2, 693,000 from $2, 240, 000. No
significant SGRA was incurred in Sonus in the six nonth period of 2001, as this business
nodel was deconmi ssioned in 2000, and SGEA in 2000 included EOT results prospectively from
the nerger date of March 31, 2000.
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GOODW LL AMORTI ZATI ON

Goodwi Il is attributable to the acquisition of EOT in March 2000. This transaction was
accounted for as a purchase and is stated at fair value as of the acquisition date, |ess
accurmul ated anortization and an inpairnment charge. The goodwill is anortized using the
straight-line nethod over 15 years. Goodwi |l anortization for the second quarter of 2001
was approxi mately $62,000, and for the six nonth period ending June 30, 2001, was $123, 346
conpared to $92,291 in the sane period of 2000. Goodwi |l anortization in 2000 has been
retroactively adjusted from anmounts previously reported for certain adjustnents recorded at
12/31/00. These adjustments reduced nerger date goodw || by approximately $2, 418, 000
Accordingly, anortization for the three nonths and six nonths ended June 30, 2000 was
reduced by approxi mately $40, 000.

OTHER | NCOVE ( EXPENSE)

O her income (expense) is conprised of net interest expense accrued and/or paid, and
anortization of debt discounts. Net interest expense for the second quarter of 2001 was
approxi mately $117, 000, conpared to net interest expense of approxinmately $58,000 in 2000,
an increase of $59,000. For the six nonth period ending June 30, 2001, net interest
expense approxi mately $225, 000 conpared to $56,000 in the sane period of 2000. The
quarterly and year-to-date increases are attributable to additional convertible debentures
and DI P financing issued in 2001

EXTRACRDI NARY | TEM

Extraordinary inconme in the second quarter of 2001 of approximately $379, 000 includes the
forgiveness of debt resulting fromsettlenment of an equi pment | ease of approximtely
$303, 000, and settlenent of the consulting agreenent for $76, 000, discussed earlier. For
the six nonth period ending June 30, 2001, extraordinary inconme includes the |ease
settlenment, the consulting agreenent settlenment and di scounts obtained on vendor accounts
payabl e, treated as extingui shnments of debt, during the first quarter

REORGANI ZATI ON | TEMS

Legal, accounting and U.S. Trustee costs incurred in connection with the Conpany’s Chapter
11 proceedi ngs have been classified as costs incurred in reorgani zation, and anpunted to
approxi mately $192,000 for the second quarter of 2001, and $219,000 for the six nonth

peri od endi ng June 30, 2001

RESULTS OF OPERATI ONS

As a result of the above, the Conpany incurred a net |oss of approxi mately $479,000 in the
second quarter of 2001 or $.04 per share, conpared to a | oss of approxi mately $1, 638,000 or
$.23 per share in the second quarter of 2000. For the six nonth period ending June 30
2001, net | oss was approxi mately $854, 000 or $.07 per share conpared to $2,421,000 or $.37
per share for the same period in 2000

LI QU DI TY

As noted earlier, the Conpany has no revenue generating operations outside of its wholly
owned subsidiaries, and as the subsidiaries are currently under Chapter 11 and unable to
transfer funds to the Conpany, the Conpany is conpletely dependent on its ability to raise
outside financing to fund its operating costs. As noted above, the Conpany obtai ned
financing for both the Conpany and the Debtors in the second quarter of 2001. The Conpany
is in need of imediate financing, and can provide no assurance that such financing will be
obt ai ned.

At June 30, 2001 we had approxi mately $509,000 in consolidated cash and cash equival ents
(conprised of approxi mately $492,000 is attributable from Debtors, and $17,000 fromthe
Conpany), and consolidated positive working capital of approximtely $326, 000 (conprised of
Debt ors positive working capital of approxinately $727 thousand, and negative working
capital in the Conpany of $401 thousand). Cash provided fromfinancing initiatives during
the six nonth period was approxi mately $807,000. Liabilities categorized as subject to
conproni se were approxi mately $4, 515, 000.
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CASH FLOWS

We have incurred significant operating and net |osses since the inception of EOT and Sonus.
We expect to continue to experience operating | osses and negative EBITDA until we build our
custoner base to critical nass, rationalize the expense structure of the Conpany, and
reengi neer the bal ance sheet under Chapter 11. W cannot provi de any assurance that we will
be successful in doing so. As of June 30, 2001, we had an accunul ated deficit of

approxi mately $10, 053, 000.

Net cash provided during the six nonths ending June 30, 2001 from operating activities was
approxi mately $211, 000, conprised of net |oss fromoperations adjusted for non-cash itens
of $(404,000), offset by other changes in working capital accounts of $615,000. Net cash
used in investing activities of approximately $424,000 is largely conprised of deposits
paid for equipnment purchases and carrier vendor deposits. Net cash of approximtely

$689, 000 was provided fromfinancing activities, conprised of $807,000 net proceeds

recei ved fromissuance of convertibl e debentures and DI P financing offset by payments of
capitalized | ease obligations

As noted earlier, the Conpany has placed its operating subsidiaries into Chapter 11. A
restructuring plan is being devel oped that will be subnmitted to the Court within the
prescribed tinme period. A nmpbtion to extend the tine within which a plan nust be filed was
submtted to the Court on July 26, 2001. On August 8, 2001, the Court approved a 90 day
extension to file the restructuring plan. To restructure and expand our business, we wll
need a significant anpbunt of cash for working capital and growth purposes, as well as
restructure the bal ance sheet. The actual amount and tim ng of our future capita
requirements may differ materially fromour estimates as a result of the demand for our
services and regul atory, technol ogi cal and conpetitive devel opnents, including additional
mar ket devel opnents and new opportunities in the industry and other factors. W may require
addi tional financing, or require financing sooner than anticipated, if our devel opnent

pl ans or projections change or prove to be inaccurate. W may al so require additional
financing in order to take advantage of unanticipated opportunities, to effect acquisitions
of businesses, to devel op new services or to otherw se respond to changi ng busi ness

condi tions or unanticipated conpetitive pressures. Sources of additional financing may

i nclude comrercial bank borrow ngs, vendor financing, asset based financing, or the private
or public sale of equity or debt securities. Qur ability to obtain additional financing is
uncertain.

Part 1. OTHER | NFORVATI ON
Item 1. LEGAL PROCEEDI NGS

On March 29, 2001, the Board of Directors of Sonus Communication Hol dings, Inc. (the
“Conpany”), acting as the sole stockhol der and board of directors of each of its wholly
owned subsi diaries (Enpire One Tel ecommuni cations Inc., Sonus Conmuni cations Inc., EOT

Tel ecommuni cati ons of Canada Inc., and Enpire One Power Inc.), authorized and approved the
filing, on behalf of each of its subsidiaries, of a Petition for Relief under Chapter 11 of
t he Bankruptcy Code in the United States Bankruptcy Court for the Southern District of New
York. The Petitions for Relief were filed on April 2, 2001

Each of the Conpany’s operating subsidiaries intends to continue to nanage and operate its
assets and busi ness pending the confirmation of a reorgani zati on plan, subject to the
supervi sion and orders of the Bankruptcy Court. The operating subsidiaries are currently
devel opi ng the reorgani zation plan and intend to submt the reorganization plans for
confirmation prior to the due date. There can be no assurance the plans will be accepted
by creditors, and/or confirmed by the Court. A npbtion to extend the tine within which a
plan nust be filed was subnitted to the Court on July 26, 2001. On August 8, 2001, the
Court approved a 90 day extension to file the restructuring plan.

At this time, it is not possible to predict the outcome of the Conpany’s Chapter 11 case or
the effect on the Conpany’s business. Although managenent intends that the subsidiaries
will energe from bankruptcy in a pronpt and expeditious manner, there can be no assurance
that a reorganization will be successful or that the Conpany will continue to own the stock
of the subsidiaries after the bankruptcy.

The val ue of the Company's conmmon stock is highly speculative due to the fact that the
Conpany's only material asset is the commopn stock of its wholly owned subsidiaries. The
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conmmon stock of the Conpany's subsidiaries may be cancelled in bankruptcy, |eaving the
Conpany without any material assets. The Conpany's common stock may have no val ue.

On or about July 24, 2001, the Conpany commenced an adversary proceedi ng agai nst Sw sscom
North Anmerica, Inc., a pre-petition and post-petition vendor providing carrier services to
the Conpany. The proceeding was filed with the Southern District of the U S. Bankruptcy
Court, and seeks judgnment agai nst Swi sscom for damages incurred as a result of wllful
violation of the automatic stay, breach of contract and tortious interference of its
service contract with the Conpany. The danage cl ai m seeks to recover damages totaling
approxi mately $3, 000,000 that are the result of actions of sudden, willful, significant
reductions in conpletion rates of international |ong distance calls by Swisscom resulting
in substantial |oss of past and future revenues and custoners.

Item 2. CHANGES I N SECURI TI ES AND USE OF PROCEEDS

As discussed previously, on January 3, 2001, the Conpany sold $80,000 in original principal
amount of its 15% Secured Subordi nated Converti bl e Debentures, convertible into conmon
stock at $.05 per share, to Quadrant Management Inc. The 15% debentures were guaranteed by
Enpi re One Tel econmuni cations, and secured by all of the accounts receivable (now and after
acquired) of the Conpany and Enpire One Tel ecommuni cations. The Conpany received proceeds
of $75,000, net of a $5,000 origination fee. In connection with these debentures, the
Conpany al so i ssued Quadrant Managenent Inc. a warrant to purchase up to 1,000, 000 shares
of common stock at $.02 per share. The warrant contained "piggy-back" registration rights
covering the shares underlying the warrant, and the warrant expires three years fromissue
dat e.

As di scussed previously, on May and June 2001, the Conpany obtai ned Debtor-I|n-Possession
(“DIP") and other interimfinancing. The financing was conprised of two separate
transactions: a $150, 000 financing for Sonus Conmmuni cati on Hol dings, Inc. (which is not
party to the Chapter 11 proceedi ng), and a $600,000 DI P financing for Enpire One

Tel ecommuni cations Inc. The formof the financing for Sonus Conmmuni cati on Hol di ngs, Inc.
was an offer to sell (to certain accredited) investors up to 150 units, with each unit
conprised of a $1,000 8% convertible debenture and a common stock purchase warrant, which
entitled the holder to purchase 16,000 shares of the common stock of the Conpany for $.01
per share. The convertible debenture matures twel ve nonths fromissue date, and may be
converted into common stock of the Conmpany any tine at or prior to maturity at a conversion
price of $.03 per share. The formof the DI P financing for EOT was a 12% secured term
note, which matures twelve nonths fromissue date. The DIP obligation is secured by
custoner accounts receivable and other assets of EOI. The proceeds fromthe D P and ot her
financing were received fromthe sane investors, who allocated their individual investnents
as follows: 80%allocated to the DI P financing, and 20% al |l ocated to the other Conpany
financing. The Conpany received $150, 000 of proceeds and the subsidiaries received

$582, 000 ($600, 000 net of $18,000 pl acenment fee). The DIP financing for EOT was approved by
the U S. Bankruptcy Court in June 2001. Total warrants issued in connection with this
transaction were 2,400,000. The warrants expire on the third anniversary fromthe date of
i ssuance.

The Conpany relied on Section 4(2) of the Securities Act of 1933, as anmended (the "Act"),
to provide an exenption fromthe registration requirements of the Act, and on
representations of certain investors in connection therewth.

In June 2001, pursuant to an agreenent between the Conpany and a hol der of an 8% $20, 000
convertible debenture (issued June 2000), the Conpany converted the debenture according to
its original terns. The debenture, which was in default (as it was required to be
converted or redeened in cash as of Septenber 30, 2000), together with accrued interest

t hereon, was converted into 87,494 shares of the Conpany’s commpn stock (conversion price
of $.236).

In May 2001, the Conpany reached an agreenent with L. Flonenhaft & Co., regarding the
cancel l ation of a consulting agreement entered into in August 2000. Under the original
agreenent, which was executed in August 2000, L. Flonmenhaft and Co. Inc., who is also a
shar ehol der, woul d provide certain nerger and acquisition consulting services for a period
of 1 year. The fee under this agreenent was $115,000. The Conpany recorded the accrued
liability under this agreenent each nmonth, but has not made any paynments. In My 2001, the
Conpany and L. Flonenhaft and Co. Inc. agreed to term nate the consulting agreenment and

wai ve the outstandi ng bal ance due under the original agreenent in return for an issuance of
warrants to purchase 20,000 shares of the Conpany’s commobn stock at an exercise price of
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$.01. The warrants are exercisable immediately, and expire on the third anniversary from
the date of issuance.

Item 6. EXH BI TS AND REPORTS ON FORM 8- K

(a) Exhibit index

Exhi bit No. Descri ption
4.1 Form of Subscription Agreenent dated May 3, 2001.
4.2 Form of Warrant issued.
4.3 Form of Convertible Debenture issued May 3, 2001.
4.4 Credit Agreenent for the DIP |oan dated May 11, 2001 and approved by the Court on

June 5, 2001.
Security Agreenment for the DIP |oan dated May 11, 2001 and approved by the Court
on June 5, 2001.
10 Managenment Agreenment between the Conpany and Quadrant Managenent
Inc. dated as of April 11, 2001.

&
o1

(b) Reports on Form 8-K

None.

Pursuant to the requirenents of the Securities and Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the undersigned thereto duly

aut hori zed.

Sonus Communi cati on Hol di ngs, Inc.
(Regi strant)

DATE: August 14, 2001

BY: /s/ Sherry Shen
Sherry Shen, Chief Executive Oficer, on behalf of Registrant

/'s/  Frank C. Szabo
Frank C. Szabo, Executive Vice President, Chief Financial Oficer and

Chi ef Operating Oficer
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EXHBIT 4.1

SUBSCRI PTI ON AGREEMENT

THI' S SUBSCRI PTI ON AGREEMENT (The “Agreenent”) is made as of the day of
, 2001 by and anpng SONUS COVMUNI CATI ON HOLDI NGS, INC., a Del aware
corporation (“Sonus” or the “Conpany”), and the investors who conplete and return to Sonus

the attached Schedule A, which is expressly nmade a part hereof the (the “Investors”).

W TNESSETH

WHEREAS, the Conpany desires to sell to the Investors up to 150 Units (the “Units” as
defined in Section 1 Below) offered by the Conpany, subject to the terns and conditions set
forth herein; and

WHEREAS, the Investors desire to purchase such Units;

NOW THEREFORE, in consideration for the nutual covenants and agreenments set forth herein,
and for other good and val uabl e consideration, the receipt and sufficiency of which are
her eby acknow edged, the parties hereto hereby agree as foll ows:

1. Units.
Each Unit sold hereunder shall include one $1000 8% Converti bl e Debenture of the
Conpany (the “Debenture”)) and a commopn stock purchase warrant, which entitles
t he hol der to purchase 16,000 shares of the common stock of the Conpany, par
val ue $.0001 per share (the “Common Stock”)for $.01 per share (the “Warrant”), as
adjusted in accordance with the terms of the Warrant.

2. Purchase and Sale of Units.

a. Sale and |Issuance. Subject to the terns and conditions of the Agreenent,
each Investor agrees, severally but not jointly, to purchase at the
Closing (as hereinafter defined), and Sonus agrees to sell and issue at
the d osing, the number of Units set forth on the Investor’s signature
page, attached hereto as Schedule A, for the purchase price of $1000 per
Unit, to be paid by check subject to collection, or wire transfer, from
I nvestor and delivered to Sonus upon execution and delivery hereof by
I nvestor.

b. Maxi mum O fering. The offering of the Units (“offering”) shall be
conducted by Sonus. There is no m ninmum subscription for Units or mninum
aggregate offering. The maxi mum subscription is 150 Units or $150, 000.
Subj ect to the foregoing, closings will be held at the discretion of the
Conpany, upon recei pt of subscriptions and acceptance thereof by Sonus.
An executed copy of the Subscription Agreenent, and a statenent of
accredited investors (if not already filed with the Conpany), together
with the purchase price, should be returned to the Conpany. Al funds
will be held at Commercial Bank of New York, pending Cosing, and will be
returned in full, without interest, if Sonus rejects a subscription or
term nates the O‘ferlng Thi s O‘ferlng shall termnate on._
unl ess extended by the Conpany in its sole discretion (the “Term natlon
Date”).

c. Cosings. The purchase and sale of the Units shall take place at a
closing at the office of the Conpany, 55 John Street, 2" Floor, New York,
NY 10038, upon receipt of acceptable subscriptions by Sonus, or at such
other tinme and place as Sonus may designate (the “dosing”); provided that
all dosings shall take place no later than the Term nation Date. At the
Cl osing, Sonus shall accept the subscription paynments against delivery to
its transfer agent of irrevocable instructions directing the transfer
agent to issue to the Investors certificates representing the portion of
their Units conprised of Debentures and agai nst issuance of the Warrants
to Investors.

3. Representations and Warranties of Sonus.

a. Oganization, Good Standing and Qualification. Sonus is a corporation
duly organi zed, validly existing and in good standing under the | aws of
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the State of Delaware, and has all requisite power and authority to carry
on its business as now conducted. Sonus is duly qualified to transact
busi ness and is in good standing, in each jurisdiction in which the
failure to so qualify would have a material adverse effect on its

busi ness.

Capitalization. The aut horized capital of Sonus consists of 1000, 000, 000
shares of Common Stock, par value $.0001, of which 12,092,285 are issued
and outstanding, not including any options, warrants or convertible
securities.

Aut hori zati on. Corporate action on the part of the Conpany necessary for
t he authorization, execution and delivery of this Agreenent, the
performance of all obligations of the Conpany hereunder and the

aut hori zation, issuance and delivery of the Units, to the extent that the
foregoing requires performance on or prior to the C osing, has been taken
or will be taken on or prior to the Cosing, and Conmpany has requisite
corporate power and authority to enter into this Agreenent.

4. Representations and Warranties of |nvestors. Each | nvestor hereby represents

and warrants to Sonus as foll ows:

a.

Power and Authority; Binding Obligation. Investor has full power and
authority to enter into this Agreement. This Agreenent has been duly duly
execut ed and delivered by Investor and, assunmi ng due authorization,
execution and delivery by Sonus, constitutes Investor’s valid and legally
bi ndi ng obligation enforceabl e agai nst the Investor in accordance with its
terms, subject to the effect of any applicabl e bankruptcy, reorganization,
insolvency (including, without limtation, all laws relating to fraudul ent
transfers), noratoriumor simlar laws affecting creditors’ rights
general ly, subject, as to enforceability, to the effect of general
principles of equity (regardl ess of whether such enforceability is
considered in a proceeding in equity or at |law) and subject to the effect
of applicable securities laws as to rights of indemnification.

Purchase Entirely for Owm Account, Etc. The Units to be purchased by

I nvestor hereunder will be acquired for investnment for Investor’s own
account, not as a nom nee or agent, and not with a viewto the resale or
di stribution of any part thereof. Investor has no present intention of
selling, granting any participation in, or otherwi se distributing the
Units. Investor does not have any contract, undertaking, agreenent or
arrangenment with any person to sell, transfer or grant participation to

any person with respect to the Units. The Investor has not construed the
contents of the agreenent, or any additional agreenent with respect tot
the proposed investnment n the Units or any prior or subsequent
communi cati ons form Sonus, or any of its officers, enployees or
representatives, as investnent, or |legal advice, or as information
necessarily applicable to such Investor’s particular financial situation.
The investor has consulted its own financial advisor, tax advisor, |egal
counsel and accountant, as necessary or desirable, as to matters
concerning his investnment in the Units.

Di scl osure. I nvestor has received or reviewed all the infornmation, which
such Investor has requested for the purposes of determning the nerits of
the Units as an investnent. Investor has had an opportunity to ask

guestions and receive answers fromthe Conpany regardi ng the Conpany, its
busi ness, and the terns and conditions of the offering of Units. |NVESTOR
ACKNONLEDGES AND AGREES THAT THE PURCHASE OF THE UNITS | NVLVES A HI GH
DEGREE OF RI SK, AND MAY RESULT IN A LOSS OF THE ENTI RE AMOUNT | NVESTED.
THERE | S NO ASSURANCE THAT THE COVPANY' S OPERATI ONS W LL BE PROFI TABLE I N
THE FUTURE OR THAT ANY PUBLI C MARKET FOR THE UNI TS WLL BE AVAI LABLE.

Accredited I nvestor. Investor is an accredited investor as defined in
Rul e 501(a) of Regulation D under the Securities Act of 1933, as anended
(“Securities Act”). The information provided by Investor on the Statenent
of Accredited Investor, previously filed with the Conpany is still true
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5.

and correct in all respects as of the date first set forth above.
Investor is capable of bearing the economic risk of an investnent in the
Units, including the possible |oss of Investor’s entire investnent.

I nvestor has such know edge and experience in financial or business
matters that it is capable of evacuating the nmerits and risks of an
investnent in the Units offered hereby. |f other than an individual,

I nvestor has not been organi zed solely for the purpose of acquiring the
Units.

Restricted Securities: Investor understand that the Units being purchased
hereunder are “restricted securities” as defined in the Securities Act,
and that under federal and state securities laws the Units may be resold
wi t hout registration under the Securities Act only in certain limted
circunstances. Investor is famliar with Rule 144 promul gated by the
Conmmi ssi on under the Securities Act, and understands the resale
limtations inposed thereby and by the Securities Act generally. Investor
al so acknow edges that the Units are subject to significant restrictions
on transfer, pledge or hypothecation.

Legends. It is understood that certificates or other evidence of the
Units may bear the follow ng | egend, as well as any |egend required by the
| aws of any state:

“ “THESE SECURI TI ES HAVE NOT BEEN REGQ STERED UNDER THE SECURI TI ES ACT OF
1933, AS AMENDED. THEY MAY NOT BE SOLD, OFFERED FOR SALE, PLEDGED CR
HYPOTHECATED THE ABSENCE OR A REG STRATI ON STATEMENT | N EFFECT W TH
RESPECT TO THE SECURI TI ES UNDER SUCH ACT OR AN OPI Nl ON OF COUNSEL

SATI SFACTCORY TO THE | SSUER THAT SUCH REGQ STRATION | S NOT REQUI RED PURSUANT
TO A VALI D EXEMPTI ON THEREFROM UNDER THE SECURI TI ES ACT OF 1933, AS
AMENDED. ”

Consents and Approvals; No Conflict.

(i) The execution and delivery of this Agreenent by the Investor does not,
and the performance of the Agreenent by the Investor will not, require any
consent, approval, authorization or other action by, or filing with or
notification to, any governnental or regulatory authority, except where
failure to obtain such consent, approval, authorization or action, or to
make such filing or notification, would not prevent I|nvestor from
performing any of its material obligations under this Agreenent.

(ii) The execution, delivery and performance of this Agreement by the
I nvestor does not (A) in the case of any Investor that is not an
individual, conflict with or violate the charter or by-Iaws,
partnership or other governing docunments of such Investor, or (B)
except as would not have a material adverse effect on the ability
of the Investor to consunmate the transaction contenplated by this
Agreenent, conflict with or violate any law, rule, regulation,
order, wit, judgenent, injunction, decree, determnination or award
applicable to the Investor.

Covenants of |nvestors. Each | nvestor hereby represents and warrants to Sonus

as follows:

a.

Limtations on Disposition. Investor shall not make any disposition of
all or any portion of the Units unless and until such proposed disposition
shall in all respects conply with the following terms and conditions:

(i) There is then in effect a registration statement under the
Securities Act covering such proposed disposition, and such
di sposition is made in accordance with such registration statenent;
or

(ii) Such Investor shall have notified Sonus of the proposed disposition
and shall have furnished Sonus with a detailed statenent of the
ci rcunstances surrounding the proposed disposition, and, if
request ed by Sonus, such Investor shall have furnished the Conpany
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with an opinion of counsel, in formand substance satisfactory to
Sonus, that such disposition will not require registration of the
Units under the Securities Act.

b. Confidentiality. I nvestor shall maintain in confidence, and shall not
use or disclose without the prior witten
consent of Sonus, any information that is furnished to it by the Conpany
or its agents in connection with this Agreenent. This obligation of
confidentiality shall not apply, however, to any information (i) in the
public domain through no unauthorized act or failure to act by any
Investor, (ii) lawfully disclosed to such Investor by a third party who
possessed such informati on without any obligation of confidentiality,
(iii) known previously by such Investor or lawfully devel oped by such
I nvestor independent of any disclosure by Sonus or its agents or (iv)
di sclosed to legal or financial advisors in the ordinary course of
eval uating this investnent; provided, however, that such advisors agree to
be bound by the provisions of this Section 5.b. Investor shall return to
Sonus all materials containing such information upon request by Sonus in
the event that Investor’s subscription is not accepted by Sonus.

6. Conditions of Investor’'s Cbligations at C osing. The obligations of each
I nvestor hereunder are subject to , and contingent wupon, the fulfillment, on or
bef ore each d osing, of each of the follow ng conditions, the waiver of which
shall not be effective against any |Investor who does not consent in witing

t hereto:

a. Representations and Warranti es. The representations and warranties
of Sonus contained herein shall be true and correct on and as of the
closing with the sane effect as though such representations and
warranties had been made on and as of the date of such C osing.

b. Perfornances. Sonus shall have perforned and conplied with all
agreenents, obligations and covenants contained in this Agreenent that
are required to be performed or conplied with by it on or before the
Cl osing; provided that the obligations of the Investors shall not be
subject to or contingent upon the issuance by Sonus of the Units to
the persons or entities who subnmit the attached Schedul e A who have
not perforned or tendered the performance of their obligations
required to be performed under this Agreenent on or prior to the
d osi ng.

7. Conditions of Sonus’'s Obligations at C osing. The obligations of Sonus to each

I nvestor hereunder are subject to and contingent upon the fulfillment by such
I nvestor, on or before the C osing, of each of the follow ng conditions.

a. Representations and Warranti es. The representations and warranti es
of the Investor contained in Section 3 hereof shall be true and
correct on and as of the Closing with the sane effect as though such
representations and warranti es had been nmade on and as of the date of
such C osing.

b. Payment of Purchase Price by Investors. Each | nvestor shall have
delivered to Sonus the purchase price specified in Schedul e A attached
hereto, n the manner specified in Section 2 hereof.

c. Statenent of Accredited |nvestor. Each | nvestor shall have delivered
to Sonus the statenent of Accredited Investor in the formset forth in
Schedul e B attached hereto, and the information provided therein shall
be conplete and correct on and as of the Closing with the sane effect
as though such information had been provided as of the date of such
C osi ng.

8. Registration Rights. Wth regard to the shares of Commpbn Stock issuabl e upon
conversi on of the Debentures or exercise of the Warrants, the Investors shall
only have those registration rights which are specifically set forth in the
Debentures and the Warrants thensel ves.

9. M scel |l aneous.
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Survival of Warranties. The representations, warranties and
covenants of the Investors contained in this Agreenent shall survive
the execution and delivery of this Agreenent and the C osing.

Successors and Assigns. Thi s Agreenment may not be assigned by any
party hereto; the ternms and conditions of the Agreenent shall inure to
the benefit of, and be binding upon, the respective successors of the
parties. Nothing in this Agreement, express or inplied, is intended
to confer upon any party, other than the parties hereto or their
respective successors, any rights, remedies, obligations or
liabilities under or by reason of this Agreenent, except as expressly
provided in the Agreenent.

Governi ng Law. This Agreenent shall be governed by and construed in
accordance with the laws of the State of Del aware, w thout regard to
the principles of conflict of |aws thereof.

Count erparts. Thi s Agreenment may be executed in one or nore
counterparts, each of, which shall be deemed an original, but all of
whi ch together shall constitute one and the sane instrunent.

Titles and Subtitles. The titles and subtitles used in this
Agreenment are used for convenience only and are not to be considered
in construing or interpreting this Agreenent.

Not i ces. Unl ess ot herwi se provided, any notice required or permtted
hereunder shall be given by personal service upon the party to be
notified, by nationw de overnight delivery service or upon deposit
with the United States Post Ofice, by certified mail, return receipt
request ed and

i if to Sonus, addressed to SONUS COVMUNI CATI ON HOLDI NGS, | NC.,
c/o M. Frank Szabo, 55 John Street, 2" FL, New York, NY
10038 with a copy to Cecil E. Martin, Ill, Esq., MGuire Wods
LLP, Seven Saint Paul Street, Baltinmore, Maryland 21202 or at
such other address as the Conpany may designate by notice to
each of the Investors in accordance with the provisions of the
Section 11; and

ii. if to the Investors, at their respective addresses indicated on
t he signature pages hereof, or at such other addresses as any
one or nore Investors may designate by notice to Sonus in
accordance with the provisions of this Section 11

Expenses. Irrespective of whether a Closing is effected, Sonus and
the Investors shall pay all of their own costs and expenses incurred
with respect to the negotiation, execution, delivery and perfornmance
of this Agreement. |If any action at law or in equity is necessary to
enforce or interpret the terms of this Agreement, the prevailing party
shall be entitled to reasonable attorney’'s fees, costs and necessary
di sbursenents in addition to any other relief to which such party may
be entitled

Amendnent s and Wi vers. Any term of this Agreenent may be amended
and the observance of any termof this Agreenent may be waived (either
generally or in a particular instance and either prospectively or
retroactively), only with the witten consent of Sonus and a mgjority
in interest of the Investors purchasing Units in this Ofering.

Severability. If one or nore provisions of the Agreement are held to
be unenforceabl e under applicable |aw, such provisions shall be
excluded formthis agreenent and the bal ance of this Agreenent shal

be interpreted as if such provision were so excluded, and this
Agreenent shall be otherw se enforceable in accordance with its terns.
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10.

j. Entire Agreenent. Thi s Agreenent (including the exhibits and
schedul es hereto) with respect to the subject natter hereof and
supersedes all prior agreenments, understandi ngs, negotiations and
di scussi ons, whether oral or witten, of the parties hereto.

Rel eases Subj ect to and in consideration of the foregoing, Investor hereby
rel eases and di scharges Theodore Flonenhaft, Leonard Flonenhaft, L. Flonenhaft &
Co., Incorporated, and Quadrant Managenent, Inc. (the Rel easees), and their
principals, parents, subsidiaries,affiliates, predecessors, successors,
sharehol ders, current and former officers, current and forner directors,
enpl oyees, representatives, current and forner attorneys, heirs, and assigns,
fromany and all past and present actions, causes of action, suits, clains,
counterclainms, conplaints, rights, obligations, debts, demands, agreenents,
damages, judgnents, prom ses, representations, extents, executions, liabilities,
controversies, costs, expenses and attorneys’ fees whatsoever, whether based on
federal or state law, equity, right of arbitrationor otherw se, whether filed
with any federal or state court, regulatory authority, self-regulating authority
or stock exchange (including, without linmtation, the National Association of
Securities Dealers, Inc., TheNASDAQ AVEX Market Group, the Securities and
Exchange Commi ssion or any affiliates or successors thereto), whether known or
unknown, whether or not accrued, and whether or not asserted in litigation or
arbitration which they ever had, now have or may hereafter have fromthe
begi nning of the world until the day of the date of this Agreenent relating to
t he Conpany. The Investor also hereby agrees not to participate in or assist with
any class action or other proceeding brought agai nst any of the Rel easees.

IN WTNESS WHEREOF, the parties hereto executed this Agreenent as of the date first
above written.

SONUS COVMUNI CATI ON HOLDI NG, | NC.

By:

Nanme
Title

(I'nvestor Signature Pages Fol |l ow)
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EXHBIT 4.2

THI'S WARRANT AND THE SHARES OF COVMON STOCK | SSUABLE UPON EXERCI SE HERECF
HAVE NOT BEEN REQ STERED UNDER THE SECURI TI ES ACT OF 1933, AS AMENDED (THE
"ACT"), OR ANY STATE SECURITIES OR BLUE SKY LAWS AND MAY NOT BE OFFERED,
SOLD, TRANSFERRED, HYPOTHECATED OR OTHERW SE ASSI GNED EXCEPT (1) PURSUANT TO
A REG STRATI ON STATEMENT W TH RESPECT TO SUCH SECURI TIES WHICH | S EFFECTI VE
UNDER THE ACT OR (2) PURSUANT TO AN AVAI LABLE EXEMPTI ON FROM REG STRATI ON
UNDER THE ACT RELATI NG TO THE DI SPOSI TI ON OF SECURI TI ES AND (3) | N ACCORDANCE
W TH APPLI CABLE STATE SECURI TI ES AND BLUE SKY LAWS.

WARRANT
WARRANT TO PURCHASE ( ) SHARES OF
COVMON STOCK
oF

SONUS COVMUNI CATI ON HOLDI NGS, | NC.

Date of |ssuance: April , 2001
No.

THIS CERTIFIES that, for value received, , or its assigns (in

either case, the "Holder") is entitled to purchase, subject to the provisions of this
Warrant, from SONUS COVMUNI CATI ON HOLDI NGS, INC., a Delaware corporation (the "Conpany"),
at the price per share set forth in Section 8 hereof, the nunber of shares of the Conpany's
common stock, $.0001 par value per share (the "Common Stock"), set forth in Section 7
hereof. This Warrant is referred to herein as the "Warrant" and the shares of Commobn Stock
i ssuabl e pursuant to the ternms hereof are sonmetinmes referred to herein as "Warrant Shares".
Section 1. Exercise of Warrant. To exercise this Warrant in whole or in part, the Hol der
shall deliver to the Conpany at its principal office, (a) a witten notice, in
substantially the form of the exercise notice attached hereto (the "Exercise Notice"), of
the Holder's election to exercise this Warrant, which notice shall specify the nunber of
shares of Common Stock to be purchased, (b) a check in the anmpunt of the aggregate exercise
price for the Warrant Shares being purchased, and (c) this Warrant. The Conpany shall as
promptly as practicable, and in any event within twenty (20) days after delivery to the
Conpany of (i) the Exercise Notice, (ii) the check mentioned above, and (iii) this Warrant,
execute and deliver or cause to be executed and delivered, in accordance with such notice,
a certificate or certificates representing the aggregate nunber of shares of Common Stock
specified in such notice. If the Holder elects to purchase, at any time, less than the
number of shares of Common Stock then purchasable under the terns of this Warrant, the
Conpany shall issue to the Holder a new Warrant exercisable into the nunber of remaining
shares of Common Stock purchasable under this Warrant. Each certificate representing
Warrant Shares shall bear the |egend or |egends required by applicable securities |laws as
wel |l as such other |egend(s) the Conpany requires to be included on certificates for its
Common Stock. The Conmpany shall pay all expenses, taxes and other charges payable in
connection with the preparation, issuance and delivery of such stock certificates except
that, in case such stock certificates shall be registered in a nane or nanmes other than the
name of the Holder, funds sufficient to pay all stock transfer taxes that are payabl e upon
the issuance of such stock certificate or certificates shall be paid by the Holder at the

time of delivering the Exercise Notice. Al shares of Commobn Stock issued upon the
exercise of this Warrant shall be validly issued, fully paid, and nonassessabl e. Thi s
Warrant nmay be exercised on nultiple occasions in anmounts not |ess than 15% of the original
amount issued before the expiration of its term as described in this Section 1. Thi s
Warrant will expire on the third anniversary of the date of issuance (the "Expiration
Dat e") .

Section 2. Reservation of Shares. The Conpany hereby covenants that at all tines
during the termof this Warrant there shall be reserved for issuance such nunber of shares
of its Common Stock as shall be required to be issued upon exercise of this Warrant.

Section 3. Fracti onal Shares. This Warrant nmay be exercised only for a whole
nunmber of shares of Commopn Stock, and no fractional shares or scrip representing fractional
shares shall be issuable upon the exercise of this Warrant.

Transfer of Warrant and Warrant Shares. The Holder may sell, pledge, hypothecate, or
otherwi se transfer this Warrant, in whole or in part, only in accordance with and subject
to the terns and conditions set forth in the Subscription Agreenent and then only if such
sal e, pledge, hypothecation, or transfer is made in conpliance with the Act or pursuant to
an available exenmption from registration under the Act relating to the disposition of
securities, and is made in accordance with applicable State securities |aws.

Loss of Warrant. Upon receipt by the Conpany of evidence satisfactory to it of the |oss,
theft, or destruction of this Warrant, and of indemification satisfactory to it, or upon

-4 -



surrender and cancellation of this Warrant, if nutilated, the Conpany wll execute and
deliver a new Warrant of |ike tenor.

Rights of the Holder. No provision of this Warrant shall be construed as conferring upon
the Holder the right to vote, consent, receive dividends or receive notice other than as
expressly provided herein. Prior to exercise, no provision hereof, in the absence of
affirmati ve action by the Holder to exercise this Warrant, and no enuneration herein of the
rights or privileges of the Holder, shall give rise to any liability of the Holder for the
purchase price of any Warrant Shares or as a stockholder of the Conpany, whether such
liability is asserted by the Conpany or by creditors of the Conpany.

Number of  Warrant Shar es. This Warrant shal | be exercisable for up to

) shares  of t he

Conpany's Common Stock, as adjusted in accordance with this Agreenent.
Exerci se Price; Redenption; Adjustnent of Warrants.

Det erm nation of Exercise Price. The per share purchase price (the "Exercise Price")
for each of the Warrant Shares purchasable under this Warrant shall be equal to one cent
($0.01).

(b) Redenption of Warrants. In the event (i) a registration statenent has been
filed under the Securities Act covering the Warrant Shares and other securities which the
Conpany is contractually obligated to register, and such registration statement is declared
effective by the Securities and Exchange Commission, and (ii) the bid price of the Conmon
Stock on the OTC Bulletin Board or other exchange is $1.00 or higher for twenty consecutive
tradi ng days, the Conpany shall have the option to deliver a redenption notice (the
“Redenption Notice”) to the holder of this Warrant. Upon delivery of the Redenption
Notice, all Warrants which remain outstanding on the 30'" day follow ng delivery of the
Redenption Notice shall be autonmatically redeemed by the Conpany for $.0001 per Warrant
(the “Redenption Price”). Al'l such unexerci sed Warrants shall be deened cancel | ed upon
t he Conpany’'s delivery of the Redenption Price to the Holder. Upon receipt of the
Redenption Price, Holder agrees to return any docunentation of the unexercised Warrants to
t he Conpany.

(c) Adj ustnents for Stock Dividends, Distributions and Subdivisions. If the
Conpany at any tinme or fromtinme to tinme after the original issue date shall declare or pay
any dividend or distribution on the Cormopn Stock payable in Comon Stock, or effect a
subdi vi sion of the outstanding shares of Common Stock into a greater nunber of shares of
Conmmon Stock (by reclassification or otherwi se than by paynment of a dividend in Conmon
Stock), then the nunber of shares of Commobn Stock into which this Warrant is exercisable
shall be increased to an amount which is equal to the product of (i) the nunber of shares
of Common Stock for which this Warrant is exercisable imediately prior to the stock
di vi dend, distribution or subdivision, as the case may be, and (ii) a fraction, the
nunerator of which is equal to the nunber of shares of Commbn Stock issued and outstandi ng
after giving effect to such stock dividend, distribution or subdivision, and the
denom nator of which is the nunber of shares of Conmobn Stock issued and outstanding prior
to such stock dividend, distribution or subdivision. If the outstanding shares of Conmon
Stock shall be divided or increased because of a stock dividend or distribution, by stock
split or otherwise, into a greater nunber of shares of Common Stock, the Exercise Price in
effect imediately prior to such dividend, distribution or division shall, concurrently
with the effectiveness of such division, dividend or distribution, be proportionately
decr eased.

(d) Adj ustnents for Conbinations or Consolidation of Conmmon Stock. If the
out standi ng shares of Common Stock shall be conbined or consolidated, by reclassification,
reverse stock split or otherwise, into a | esser nunber of shares of Conmon Stock, then the
nunber of shares of Common Stock into which this Warrant is exercisable shall be decreased
to an amount which is equal to the product of (i) the number of shares of Conmmon Stock for
which this Warrant is exercisable imediately prior to conbination or consolidation, as the
case may be, and (ii) a fraction, the nunerator of which is equal to the nunber of shares
of Conmmon Stock issued and outstanding after giving effect to such conbination or
consol idation, and the denom nator of which is the nunber of shares of Commpn Stock issued
and outstanding prior to such conbination or consolidation. |If the outstanding shares of
Common Stock shall be conbined or consolidated, by reclassification, reverse stock split or
otherwise, into a |esser nunber of shares of Common Stock, the Exercise Price in effect
imediately prior to such conbination or consolidation shall, concurrently wth the
ef fectiveness of such conbination or consolidation, be proportionately increased.

(e) Adj ustment for Mergers or Reorganization, etc. In case of any consolidation
or nerger of the Conpany with or into another corporation or the conveyance of all or
substantially all of the assets of the Conpany to another corporation, this Warrant shall
be exercisable into the nunber of shares of stock or other securities or property to which
a hol der of the nunmber of shares of Common Stock of the Conpany deliverabl e upon exercise
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of this Warrant would have been entitled upon such consolidation, nerger or conveyance;
and, in any such case, appropriate adjustnment (as determ ned by the Board of Directors of
the Conpany) shall be made in the application of the provisions herein set forth wth
respect to the rights and interest thereafter of the holder of this Warrant, to the end
that the provisions set forth herein shall thereafter be applicable, as nearly as
reasonable may be, in relation to any shares of stock or other property thereafter
del i verabl e upon the exercise of this Warrant.

(f) No I npairnment. The Conpany will not, through any reorganization, transfer of
assets, consolidation, nerger, dissolution, issue or sale of securities or any other
voluntary action, avoid or seek to avoid the observance or performance of any of the terns
to be observed or performed hereunder by the Company, but will at all times in good faith
assist in the carrying out of all the provisions of this Section 8 and in the taking of all
such action as may be necessary or appropriate in order to protect the exercise rights of
the hol der of this Warrant agai nst inpairnent.

(9) | ssue Taxes. The Conpany shall pay any and all issue and other taxes that
may be payable in respect of any issue or delivery of shares of Common Stock on exercise of
this Warrant, in whole or in part; provided, however, that the Conpany shall not be
obligated to pay any transfer taxes resulting fromany transfer requested by any holder in
connection with any such exerci se.

(h) Reservation of Stock |ssuable Upon Exercise. The Conpany shall at all tines
reserve and keep available out of its authorized but unissued shares of Commobn Stock,
solely for the purpose of effecting the exercise of this Warrant, such nunber of its shares
of Common Stock as shall fromtinme to tine be sufficient to effect the exercise of this
Warrant; and if at any time the nunmber of authorized but unissued shares of Commobn Stock
shall not be sufficient to effect the exercise of this Warrant, the Conpany w |l take all
appropriate corporate action as nmay, in the opinion of its counsel, be necessary to
increase its authorized but unissued shares of Commopn Stock to such nunmber of shares as
shal | be sufficient for such purpose.

Section 9. Piggy-Back Registration Rights.

(a) Grant of Piggy-Back Rights. In the event that the Conmpany shall hereafter
initiate a registration of any of its common stock (a “Registered Ofering”), either for
its own account or the account of any other holder or holders of equity securities or
securities convertible into equity securities of the Conpany, other than (i) a registration
relating solely to enployee benefit plans, (ii) a registration relating solely to a Rule
145 transaction, (iii) a registration in which the only equity security being registered is
capital stock issuable upon conversion of convertible (or exchange of exchangeable) debt
securities which are also being registered, or (iv) an initial public offering of the
Conpany, the Conmpany will provide the Holder with witten notice thereof within 30 days of
the filing date of the first registration statenent filed in connection with the Registered
O fering (the "Conpany Notice"), and, subject to the other ternms and conditions set forth
in this Section, include in such registration (and any related qualification under blue sky
| aws or other conpliance) and any underwiting involved therein, if any, the Warrant Shares
which the Holder requests to be included therein within 10 days after the date of the
Conpany Notice (collectively, the “Registrable Securities”).

(b) Underwritten Registered Ofering. If the Registered O fering of which the
Conpany gives notice is for a registered public offering involving an underwiting, the
Conpany shall so advise the Holder as a part of the Conpany Notice. In such event, the
Hol der’s rights to registration pursuant to this Section 9 shall be conditioned upon the
Hol der’s participation in such underwiting, and the inclusion of the Holder’s Registrable
Securities in the underwiting shall be limted to the extent provided herein. The Hol der
shall (together with the Conpany and the other holders distributing their securities
t hrough such underwriting, if any) enter into an underwiting agreement in customary form
with the menaging wunderwiter selected for such underwiting by the Conpany.
Notwi t hstanding any other provision of this Section 9, if the nanaging underwiter
determ nes that marketing factors require a limtation of the nunber of shares to be
underwritten, the nmanaging underwiter may limt the nunmber of the Holder’'s Registrable
Securities to be included in such registration to such nunber of the Hol der’'s Registrable
Securities which the managi ng underwiter determ nes can be included in such underwriting
wi t hout reducing the nunmber of shares to be sold by the Conpany pursuant to such
underwriting or by any persons or entities exercising demand registration rights in
connection with such registration. In such event, the Conpany shall so advise the Hol der
and the nunber of shares (other than shares being registered by the Conpany) that may be
included in the registration and underwiting shall be allocated anong all the hol ders of
the Conpany’'s shares wishing to participate in the Registered Offering in proportion, as
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nearly as practicable, to the respective anmounts of shares held by such holders at the tine
of filing the Registration Statenment. To facilitate the allocation of shares in accordance
with the above provisions, the Conpany may round the nunber of shares allocated to any
hol der to the nearest 100 shares. If the Holder disapproves of the terms of any such
underwriting, the Holder may elect to withdraw therefrom by witten notice to the Conpany
and the managi ng underwriter. Any securities excluded or w thdrawn from such underwriting
shall be wi thdrawn from such registration, and shall not be transferred in a public
distribution prior to 180 days after the effective date of the registration statenent
relating thereto, or such other shorter period of time as the underwiters nmay require.

(c) Termination and Wthdrawal of Registration. The Conpany shall have the right
to terminate or withdraw any Registered Ofering or other registration prior to the
ef fectiveness of such registration whether or not the Holder has elected to include its
Regi strabl e Securities in such registration.

(d) Expenses. All registration expenses incurred in connection wth
registrations pursuant to this Section 9 shall be borne by the Conmpany. Unless otherw se
stated, all selling expenses relating to the Hol der’s Registrable Securities shall be borne
by the Hol der.

(e) Notification Requirenents. In the case of each registration, qualification
or conpliance effected by the Conpany pursuant to this Agreenent, the Conpany will keep the
Hol der advised in witing as to the initiation of each registration, qualification and
conpliance and as to the conpletion thereof. At its expense the Conpany wll:

(i) prepare and file with the Commission a registration statement wth
respect to such securities and use reasonable best efforts to cause such registration
statement to becone and remain effective for at |east one hundred twenty (120) days or
until the distribution described in the registration statenent has been conpleted,
whi chever first occurs; and

(ii) furnish to the Holder, should the Holder participate in such
registration, and to the underwiters of the securities being registered such reasonable
nunmber of copies of the registration statenent, prelimnary prospectus, final prospectus
and such other docunents the Hol der and/or the underwiters nay reasonably request in order
to facilitate the public offering of such securities.

(f) Underwriting Agreenent Governs. In the event the terms of this Section 9
conflicts with the terns of any underwiting agreenent in connection with any registration
hereunder, the ternms of such underwiting agreenent shall control.

(9) I nformation. If the Holder’'s Registrable Securities are to be included in
any Registered Ofering, the Holder shall furnish to the Conpany such information as the
Conpany may request in witing and as shall be required in connection wth any
registration, qualification or conpliance referred to in this Agreenent.

(h) Term nation. The rights granted pursuant to this Section 9 shall termnate

at such tine as the Conpany has registered the Holder’'s Registrable Securities in a
Regi stered Offering or other registration or when the Holder is permtted to sell all of
its Warrant Shares within any ninety day period under Rule 144 pronul gated under the
Securities Act of 1933.

Section 10. Certain Distributions. In case the Conpany shall, at any time, prior
to the Expiration Date set forth in Section 1 hereof, declare any distribution of its
assets to holders of its Commmon Stock as a partial liquidation, distribution or by way of

return of capital, other than as a dividend payabl e out of earnings or any surplus legally
available for dividends, then the Holder shall be entitled, upon the proper exercise of
this Warrant in whole or in part prior to the effecting of such declaration, to receive, in
addition to the shares of Common Stock issuable on such exercise, the ampunt of such assets
(or at the option of the Conpany a sum equal to the value thereof at the time of such
distribution to holders of Comon Stock as such value is determned by the Board of
Directors of the Conmpany in good faith), which would have been payable to the Holder had it
been a holder of record of such shares of Compn Stock on the record date for the
determ nati on of those holders of Common Stock entitled to such distribution.
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Section 11. Di ssol ution or Liquidation. In case the Conpany shall, at any tinme
prior to the Expiration Date set forth in Section 1 hereof, dissolve, liquidate or wind up
its affairs, the Holder shall be entitled, upon the proper exercise of this Warrant in
whole or in part and prior to any distribution associated with such dissolution,
liquidation, or winding up, to receive on such exercise, in lieu of the shares of Comon
Stock to which the Hol der would have been entitled, the sanme kind and anpbunt of assets as
woul d have been distributed or paid to the Hol der upon any such dissolution, |iquidation or
wi nding up, with respect to such shares of Comon Stock had the Hol der been a hol der of
record of such share of Commopn Stock on the record date for the determination of those

hol ders of Comon Stock entitled to receive any such dissolution, |iquidation, or w nding
up distribution.
Section 12. Recl assi fication or Reorgani zation. |In case of any reclassification,

capi tal reorgani zation or other change of outstanding shares of Commpbn Stock of the Conpany
(other than a change in par value, or frompar value to no par value, or fromno par val ue
to par value, or as a result of an issuance of Comon Stock by way of dividend or other
distribution or of a subdivision or conbination), the Conpany shall cause effective
provision to be nade so that the Hol der shall have the right thereafter by exercising this
Warrant, to purchase the kind and amunt of shares of stock and other securities and
property receivabl e upon such reclassification, capital reorganization or other change, by
a holder of the number of shares of Common Stock which might have been purchased upon
exercise of this Warrant immediately prior to such reclassification or change. Any such
provision shall include provision for adjustnments which shall be as nearly equivalent as
may be practicable to the adjustments provided for in this Wrrant. The foregoing
provisions of this Section 12 shall simlarly apply to successive reclassifications,
capital reorgani zati ons and changes of shares of Comopn Stock. In the event that in any
such capital reorganization, reclassification, or other change, additional shares of Common
Stock shall be issued in exchange, conversion, substitution or paynment, in whole or in
part, for or of a security of the Conpany other than Common Stock, any anount of the
consi deration received upon the issue thereof being determ ned by the Board of Directors of
t he Conpany shall be final and binding on the Hol der.

Section 13. I ndemi fi cati on.

(a) Indemification. The Holders agree, if any of Holders’ Registrable Securities
are included in the securities as to which such registration, qualification or conpliance
is being effected, to indemify the Conpany, each of its directors and officers, each
underwriter, if any, of the Conmpany's securities covered by such a registration statenent,
each Person who controls the Conpany or such underwiter within the neaning of Section 15
of the Securities Act, and each other such holder, each of its officers and directors and
each Person controlling such holder within the neaning of Section 15 of the Securities Act,
agai nst all clains, |osses, damages and liabilities (or actions in respect thereof) arising
out of or based on any untrue statenent (or alleged untrue statenent) of a material fact
contained in any such registration statement, prospectus, offering circular or other
docurment, or any omission (or alleged omssion) to state therein a material fact required
to be stated therein or necessary to nake the statenments therein not nisleading, and will
rei nburse the Conpany, such holders, such directors, officers, Persons, underwiters or
control Persons for any legal or any other expenses reasonably incurred, as such expenses
are incurred, in connection with investigating or defending any such claim |oss, danmge,
liability or action, in each case to the extent, but only to the extent, that such untrue
statenment (or alleged untrue statenent) or omission (or alleged om ssion) is made in such
registration statenment, prospectus, offering circular or other docunent in reliance upon
and in conformty with witten information furnished to the Conpany by the Holder.
Notwi t hstanding the foregoing, the Holder’'s liability under this subsection shall be
limted in an amount equal to the initial price of the Registrable Securities sold by the
Hol der, unless such liability arises out of or is based on wllful msconduct by the
Hol der .

(b) I ndemni fication Procedure. Each party entitled to indemification under this
Section (the "Indemified Party") shall give notice to the party required to provide
indemification (the "Indemifying Party") after such Indemified Party has actual

knowl edge of any claim as to which indemity nmay be sought, and shall pernmt the
Indemifying Party to assunme the defense of any such claim or any litigation resulting
therefrom provided that counsel for the Indemifying Party, who shall conduct the defense
of such claim or litigation, shall be approved by the Indemified Party (whose approval
shall not be unreasonably wi thheld), and the Indemified Party may participate in such
def ense at such party's expense, and provided further that the failure of any Indemified
Party to give notice as provided herein shall not relieve the Indemifying Party of its
obligations under this Agreenent, unless the failure to give such notice is materially
prejudicial to an Indemifying Party's ability to defend such action, and provided further
that the Indemifying Party shall not assune the defense for matters as to which there is a
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conflict of interest or separate and different defenses. No |ndemifying Party, in the
def ense of any such claimor litigation, shall, except with the consent of each Indemified
Party, consent to entry of any judgment or enter into any settlenent which does not include
as an wunconditional term thereof the giving by the claimant or plaintiff to such
Indemified Party of a release fromall liability in respect to such claimor litigation.

Section 14. M scell aneous.

(a) Successors and Assigns. The terns and conditions of this Agreenent shall inure
to the benefit of, and be binding upon, the respective successors and assigns of the
parties, except to the extent otherw se provided herein. Nothing in this Agreenent,
express or inplied, is intended to confer upon any party, other than the parties hereto or
their respective successors and assigns, any rights, remedies, obligations or liabilities
under or by reason of this Agreenent, except as expressly provided in this Agreenent.

(b) Governing Law. This Agreenent shall be governed by and construed in accordance
with the laws of the State of Delaware, without regard to the principles of conflict of
| aws t hereof.

(c) Counterparts; Delivery by Facsimle. This Agreenent nmay be executed in one or
nore counterparts, each of which shall be deemed an original, but all of which together
shall constitute one and the sane instrument. Delivery of this Agreement may be effected
by facsimle.

(d) Titles and Subtitles. The titles and subtitles used in this Agreenent are used
for convenience only and are not to be considered in construing or interpreting this
Agr eenent .

(e) Notices. Unless otherw se provided, any notice required or permtted hereunder
shal |l be given by personal service upon the party to be notified, by nationw de overni ght
delivery service or upon deposit with the United States Post Ofice, by certified mail,
return recei pt requested and:

i. if to the Conpany, addressed to SONUS COMMUNI CATI ON HOLDI NGS, INC., 55
John Street, New York, New York 10038, Attention: Frank Szabo, with a copy to Cecil E.
Martin, 111, Esquire, MGuirewods LLP, Seven Saint Paul Street, Suite 1000, Baltinore,
Maryl and 21202-1626, or at such other address as the Conpany may designate by notice to the
Hol der in accordance with the provisions of this Section; and

ii. if to the Warrant holder, at the address indicated on the signature
pages hereof, or at such other addresses as such Holder nmay designate by notice to the
Conpany in accordance with the provisions of this Section.

(f) Anendnents and Wi vers. Any term of this Agreenent may be anmended and the

observance of any termof this Agreenent nmay be waived (either generally or in a particular
instance and either prospectively or retroactively), only with the witten consent of the
Conpany and a nmajority in interest of the Hol ders receiving Warrants in the Offering.
(g) Entire Agreenent. This Agreenent and the Security Agreenment (including the exhibits
and schedul es hereto) constitute the entire agreenent anong the parties hereto with respect
to the subject nmatter hereof and thereof and supersede all prior agreenents,
under st andi ngs, negotiations and discussions, whether oral or witten, of the parties
her et o.

IN WTNESS WHEREOF, the undersigned hereby sets is hand and seal this ____ day of
April, 2001.

SONUS COVMUNI CATI ON HOLDI NGS, | NC.

By:
Nanme: Sheri Shen
Title: Chief Executive Oficer

By:
Title:
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EXHBIT 4.3

THI S DEBENTURE AND THE SHARES OF COVMON STOCK OF SONUS COVMUNI CATI ON HOLDINGS, INC., A
DELAWARE CORPORATI ON ( THE "BORROWER') | NTO WHI CH THI S DEBENTURE NMAY BECOVE CONVERTI BLE HAVE
NOT BEEN REG STERED UNDER THE SECURI TI ES ACT OF 1933 OR ANY STATE SECURI TIES LAW AND NAY
NOT BE SOLD OR OFFERED FOR SALE I N THE ABSENCE COF AN EFFECTI VE REG STRATI ON STATEMENT AS TO
THE SECURI TIES UNDER SAID ACT AND ANY APPLI CABLE STATE SECURI TIES LAW OR AN OPINION OF
COUNSEL SATI SFACTORY TO THE BORROVWER THAT SUCH REG STRATION IS NOT REQUI RED.

SONUS COMMUNI CATI ON HOLDI NGS, | NC.

8% CONVERTI BLE DEBENTURE

April ___, 2001
New Yor k, New York

$ ,000

FOR VALUE RECEIVED, SONUS COVMUNI CATION HOLDINGS, INC., a Delaware corporation
("Borrower"), hereby pronmises to pay to the order of , with an
address at ("Lender") the principal sumof Thousand
Dollars ($____ ,000), together with interest accrued thereon at an interest rate equal to

ei ght percent (8% per annum on the date (the "Maturity Date") that is twelve (12) nonths
fromthe date first set forth above. Anything to the contrary herein notwthstandi ng, no
payment of principal or interest shall be required to be nade by Borrower to the extent
such principal or interest is converted into shares of common stock of the Borrower (the
"Common Stock") as provided herein.

Not wi t hst andi ng any other provision hereof, interest paid or becom ng due hereunder
shall in no event exceed the maxinmumrate permtted by applicable law. Both principal and
interest are payable in lawful noney of the United States of Anerica to the Lender at the
addr ess above indicated.

This Debenture and the provisions hereof are to be construed according to, and are
governed by, the laws of the State of Delaware, w thout regard to principles of conflicts
of laws thereof, and this Debenture is further subject to the follow ng additional
provi si ons:

1. Events of Default. (a) |If the Borrower shall default in the paynment of the principal
or interest of this Debenture after the sane shall becone due and payabl e, and such default
shall not have been renedied within thirty (30) days after witten notice thereof to
Borrower; then the Lender of this Debenture nmay, at any tinme thereafter, at its option by
witten notice to the Borrower, declare the principal and all accrued interest thereon to
be i medi ately due and payabl e, and thereupon the sanme shall beconme so due and payabl e.

(b) Non- Wai ver and O her Renedies. No course of dealing or delay on the
part of Lender in exercising any right hereunder shall operate as a waiver thereof or
ot herwi se prejudice the right of any Lender. No renmedy conferred hereby shall be exclusive
of any other remedy referred to herein or now or hereafter available at law, in equity, by
statute or otherw se. In case of any Event of Default, Borrower will reinburse the Lender
for its reasonable attorneys’ fees incurred in connection with the enforcement of its
ri ghts hereunder.

2. Conversion Feature; Mechanics of Conversion or Cash Paynent.

(a) At any tinme on or prior to the Muturity Date, the Lender may, at its
option, convert all or such portion of outstanding principal and accrued but unpaid
interest hereon (the "Qutstanding Anount") as Lender nmay designate in witing, into such
nunmber of shares of Borrower's Common Stock (the "Conversion Shares") as is equal to the
guotient obtained by dividing (A the Qutstanding Amount, or in the case of a partial



conversion of this Debenture, such portion of the Qutstanding Anbunt as Lender may specify
in witing to Borrower, by (B) Three Cent ($.03) (the "Conversion Price"), rounded to the
near est whol e share, by providing the Borrower with witten notice thereof (the "Conversion
Notice"). Accrued interest hereon shall be converted prior to conversion of any
out standi ng princi pal .

(b) Mechanics and Effect of Conversion. No fractional shares of the
Borrower’s Common Stock will be issued upon conversion of this Debenture. In lieu of any
fractional share to which the Lender would otherwi se be entitled, the Borrower will pay to
Lender in cash the anpbunt of the unconverted portion of this Debenture that would otherw se
be converted into such fractional shares. Upon conversion of this Debenture, Lender shall
surrender this Debenture, duly endorsed, at the principal offices of the Borrower or any
transfer agent of the Borrower. At its expense, the Borrower will, as soon as practicable
thereafter, issue and deliver to Lender a certificate or certificates for the nunber of
shares of Common Stock to which Lender is entitled upon such conversion, together with such
other securities and property to which Lender is entitled upon such conversion under the
terms of this Debenture, including a check payable to Lender for any cash amounts payabl e

as described herein. Upon conversion of this Debenture, the Borrower wll be forever
released from all of its obligations and liabilities under this Debenture, including
without limtation the obligation to pay the principal and interest due and payabl e under

thi s Debenture.

(c) Mechanics of Cash Paynent. Upon request for paynent of this Debenture at
any time after the Maturity Date, Lender shall surrender this Debenture, duly endorsed, at
the principal offices of the Borrower. At its expense, the Borrower wll, as soon as
practicable thereafter, nake a cash payrment in lawful noney of the United States of the
principal and interest due and payable under this Debenture. Upon request for paynent and
satisfaction thereof, the Borrower shall be forever released fromall of its obligations
and liabilities under this Debenture, including without limtation any conversion rights
ot herwi se applicabl e under this Debenture.

(d) Adjustnment for Merger or Reorganization, Etc. In case of any
consol idation or nmerger of the Borrower with or into another corporation, or the conveyance
of all or substantially all of the assets of the Borrower to another corporation, or upon a
stock split, stock dividend, consolidation or |like event, this Debenture shall thereafter
be convertible into the nunber of shares of stock or other securities or property to which
a Lender of the same nunber of shares of Commopn Stock deliverable upon conversion of this
Debenture woul d have been entitled upon such event; and, in any such case, appropriate
adj ust nent shall be nmade to the Conversion Price, as is appropriate for the circunstances,
to the extent that the provisions set forth herein shall be thereafter applicable in
relation to any shares of stock or other property thereafter deliverable upon the
conversion of the Debenture.

(e) Certificate as to Adjustnents. Upon the occurrence of each adjustnent
or readjustment of the Conversion Price, the Borrower at its expense pronptly shall conpute
such adjustnent or readjustment and furnish to the Lender of this Debenture a certificate
setting forth such adjustnent or readjustnment and showing in detail the facts upon which
such adj ustnent or readjustnment is based, which shall be conclusive absent manifest error.

(f) Further Adjustments. |In case at any tinme conditions arise which in the
opinion of the Board of Directors or in the opinion of the Lender, are not adequately
covered by the provisions of this Section 2, or which mght materially and adversely affect
the rights of the Lender in connection with the conversion of the Debentures, then the
Board of Directors shall appoint a firm of independent certified public accountants of
recogni zed national or regional standing, who shall give their opinion upon the adjustnent,
if any, necessary with respect to the Conversion Price, so as to preserve the conversion
rights of the Lender. Upon receipt of such opinion, the Board of Directors forthwith shall
make the adjustnments described therein.

3. Representations and Warranties of Lender. Lender hereby represents and warrants
to Borrower as follows:

a. Purchase Entirely for Owm Account, Etc.. The Conversion Shares to be
acquired by Lender hereunder upon conversion of this Debenture wll be acquired for




investnment for Lender's own account, not as a nominee or agent, and not with a viewto the
resale or distribution of any part thereof. Lender has no present intention of selling,
granting any participation in, or otherwi se distributing this Debenture or the Conversion
Shares. Lender does not have any contract, undertaking, agreenent or arrangenent wth any
person to sell, transfer or grant participations to any person with respect to this
Debenture or the Conversion Shares. The Lender has not construed the contents of this
Debenture, or any additional agreement with respect to the proposed investnent in the
Shares or any prior or subsequent comunications from Borrower, or any of its officers,
enpl oyees or representatives, as investnment, tax or legal advice, or as information
necessarily applicable to such Lender’s particular financial situation. The Lender has
consulted its own financial advisor, tax advisor, legal counsel and accountant, as
necessary or desirable, as to matters concerning his investnent in the Conversion Shares.

b. Di scl osure. Lender has received or reviewed all the information which
such Lender has requested for the purposes of determning the nerits of the Conversion
Shares as an investnent.. Lender has had an opportunity to ask questions and receive
answers from the Borrower regarding the Borrower, its business, and the ternms and
conditions of the conversion of this Debenture and the Conversion Shares. LENDER
ACKNOALEDGES AND AGREES THAT THE CONVERSI ON OF THE DEBENTURE | NVOLVES A H GH DEGREE OF
RI SK, AND MAY RESULT IN A LOSS OF THE ENTI RE AMOUNT CONVERTED. THERE | S NO ASSURANCE THAT
THE BORRONER S OPERATIONS W LL BE PROFI TABLE IN THE FUTURE OR THAT ANY PUBLI C MARKET FOR
THE SHARES W LL BE AVAI LABLE.

c. Accredited Lender. Lender is, as of the date hereof and as of the date
all or any portion of this Debenture is converted into Conversion Shares, an accredited
Lender as defined in Rule 501(a) of Regulation D under the Securities Act of 1933, as
amended (“Securities Act”). Lender is capable of bearing the economc risk of an investnent
in the Conversion Shares, including the possible loss of Lender's entire investnent.
Lender has such know edge and experience in financial or business matters that it is
capable of evaluating the nerits and risks of an investment in the Conversion Shares
of fered hereby. |f other than an individual, Lender has not been organized solely for the
purpose of acquiring the Conversion Shares.

d. Restricted Securities. Lender understands that the Conversion Shares are
“restricted securities” as defined in the Securities Act, and that under federal and state
securities laws the Conversion Shares may be resold w thout registration under the
Securities Act only in certain limted circunstances. Lender is famliar with Rule 144
promul gated by the Conmission under the Securities Act, and understands the resale
limtations inposed thereby and by the Securities Act generally. Lender also acknow edges
that the Shares are subject to significant restrictions on transfer, pledge or
hypot hecat i on.

e. Legends. It is understood that certificates or other evidence of the
Conversi on Shares may bear the followi ng |l egend, as well as any |egend required by the | aws
of any state:

“THESE SECURI TI ES HAVE NOT BEEN REG STERED UNDER THE SECURI TI ES ACT OF 1933,
AS AMENDED. THEY MAY NOT BE SOLD, OFFERED FOR SALE, PLEDGED OR HYPOTHECATED
IN THE ABSENCE OF A REG STRATI ON STATEMENT |IN EFFECT WTH RESPECT TO THE
SECURI TI ES UNDER SUCH ACT OR AN OPI NI ON OF COUNSEL SATI SFACTORY TO THE | SSUER
THAT SUCH REG STRATION 1S NOT REQUIRED PURSUANT TO A VALID EXEWMPTION
THEREFROM UNDER THE SECURI TI ES ACT OF 1933, AS AMENDED. ”

Section 4. Piggy-Back Registration Rights.

(a) Grant of Piggy-Back Rights. In the event that the Borrower shall hereafter
initiate a registration of any of its common stock (a “Registered Ofering”), either for
its own account or the account of any other Lender or Lenders of equity securities or
securities convertible into equity securities of the Borrower, other than (i) a
registration relating solely to enpl oyee benefit plans, (ii) a registration relating solely
to a Rule 145 transaction, (iii) a registration in which the only equity security being
registered is capital stock issuable upon conversion of convertible (or exchange of
exchangeabl e) debt securities which are also being registered, or (iv) an initial public
offering of the Borrower, the Borrower will provide the Lender with witten notice thereof
within 30 days of the filing date of the first registration statenment filed in connection




with the Registered Ofering (the "Borrower Notice"), and, subject to the other terns and
conditions set forth in this Section, include in such registration (and any related
qualification under blue sky laws or other conpliance) and any underwiting involved
therein, if any, the Conversion Shares which the Lender requests to be included therein
within 10 days after the date of the Borrower Notice (collectively, the “Registrable
Securities”).

(b) Underwritten Registered Ofering. If the Registered O fering of which the
Borrower gives notice is for a registered public offering involving an underwriting, the
Borrower shall so advise the Lender as a part of the Borrower Notice. In such event, the
Lender’s rights to registration pursuant to this Section 9 shall be conditioned upon the
Lender’s participation in such underwiting, and the inclusion of the Lender’s Registrable
Securities in the underwiting shall be limted to the extent provided herein. The Lender
shall (together with the Borrower and the other Lenders distributing their securities
t hrough such underwiting, if any) enter into an underwiting agreement in customary form
with the nmanaging wunderwiter selected for such underwiting by the Borrower.
Notwi t hstanding any other provision of this Section 9, if the nanaging underwiter
determ nes that marketing factors require a limtation of the nunber of shares to be
underwritten, the nanaging underwiter may limt the nunmber of the Lender’s Registrable
Securities to be included in such registration to such nunber of the Lender’s Registrable
Securities which the managi ng underwiter determ nes can be included in such underwriting
wi t hout reducing the nunber of shares to be sold by the Borrower pursuant to such
underwriting or by any persons or entities exercising demand registration rights in
connection with such registration. In such event, the Borrower shall so advise the Lender
and the nunber of shares (other than shares being registered by the Borrower) that may be
included in the registration and underwiting shall be allocated anong all the Lenders of
the Borrower’s shares wishing to participate in the Registered Ofering in proportion, as
nearly as practicable, to the respective anmounts of shares held by such Lenders at the tine
of filing the Registration Statenent. To facilitate the allocation of shares in accordance
with the above provisions, the Borrower may round the number of shares allocated to any
Lender to the nearest 100 shares. If the Lender disapproves of the ternms of any such
underwriting, the Lender may elect to withdraw therefromby witten notice to the Borrower
and the managi ng underwriter. Any securities excluded or withdrawn from such underwriting
shall be wi thdrawn from such registration, and shall not be transferred in a public
distribution prior to 180 days after the effective date of the registration statenent
relating thereto, or such other shorter period of tinme as the underwiters may require.

(c) Termination and Wthdrawal of Registration. The Borrower shall have the
right to termnate or withdraw any Registered Ofering or other registration prior to the
ef fectiveness of such registration whether or not the Lender has elected to include its
Regi strabl e Securities in such registration.

(d) Expenses. All registration expenses incurred in connection wth
registrations pursuant to this Section 9 shall be borne by the Borrower. Unless otherw se
stated, all selling expenses relating to the Lender’s Registrable Securities shall be borne
by the Lender.

(e) Notification Requirenents. In the case of each registration, qualification
or conpliance effected by the Borrower pursuant to this Agreenent, the Borrower will keep
the Lender advised in witing as to the initiation of each registration, qualification and
conpliance and as to the conpletion thereof. At its expense the Borrower wll:

(i) prepare and file with the Commssion a registration statement wth
respect to such securities and use reasonable best efforts to cause such registration
statenent to becone and remain effective for at |east one hundred twenty (120) days or
until the distribution described in the registration statenent has been conpleted,
whi chever first occurs; and

(ii) furnish to the Lender, should the Lender participate in such
registration, and to the underwiters of the securities being registered such reasonable
number of copies of the registration statenent, prelimnary prospectus, final prospectus
and such other docunents the Lender and/or the underwiters nay reasonably request in order
to facilitate the public offering of such securities.

(f) Underwriting Agreenent Governs. In the event the terms of this Section 9
conflicts with the terns of any underwiting agreenent in connection with any registration
hereunder, the terns of such underwiting agreenent shall control.




(9) I nformation. If the Lender’s Registrable Securities are to be included in
any Registered O fering, the Lender shall furnish to the Borrower such information as the
Borrower may request in witing and as shall be required in connection with any
regi stration, qualification or conpliance referred to in this Agreenent.

(h) Term nation. The rights granted pursuant to this Section 9 shall termnate
at such tine as the Borrower has registered the Lender’s Registrable Securities in a
Regi stered Offering or other registration or when the Lender is permtted to sell all of
its Warrant Shares within any ninety day period under Rule 144 pronul gated under the
Securities Act of 1933.

Section 5. | ndemi fication.

(a) Indemification. The Lenders agree, if any of Lenders’ Registrable Securities
are included in the securities as to which such registration, qualification or conpliance
is being effected, to indemify the Borrower, each of its directors and officers, each
underwriter, if any, of the Borrower's securities covered by such a registration statenent,
each Person who controls the Borrower or such underwriter within the neaning of Section 15
of the Securities Act, and each other such Lender, each of its officers and directors and
each Person controlling such Lender within the nmeaning of Section 15 of the Securities Act,
agai nst all clains, |osses, damages and liabilities (or actions in respect thereof) arising
out of or based on any untrue statenent (or alleged untrue statenent) of a material fact
contained in any such registration statement, prospectus, offering circular or other
docunent, or any omission (or alleged onmssion) to state therein a material fact required
to be stated therein or necessary to nake the statenments therein not misleading, and wll
rei nburse the Borrower, such Lenders, such directors, officers, Persons, underwiters or
control Persons for any legal or any other expenses reasonably incurred, as such expenses
are incurred, in connection with investigating or defending any such claim |oss, danege,
liability or action, in each case to the extent, but only to the extent, that such untrue
statement (or alleged untrue statenment) or omission (or alleged omission) is made in such
regi stration statement, prospectus, offering circular or other docunent in reliance upon
and in conformty with witten information furnished to the Borrower by the Lender.
Notwi t hstanding the foregoing, the Lender’'s liability under this subsection shall be
limted in an anmount equal to the initial price of the Registrable Securities sold by the
Lender, unless such liability arises out of or is based on wllful msconduct by the
Lender.

(b) I ndemni fication Procedure. Each party entitled to indemification under this
Section (the "Indemified Party") shall give notice to the party required to provide
indemification (the "Indemifying Party") after such Indemified Party has actual

knowl edge of any claim as to which indemity nmay be sought, and shall pernmt the
Indemifying Party to assune the defense of any such claim or any litigation resulting
therefrom provided that counsel for the Indemifying Party, who shall conduct the defense
of such claim or litigation, shall be approved by the Indemified Party (whose approval
shall not be unreasonably wi thheld), and the Indemified Party may participate in such
def ense at such party's expense, and provided further that the failure of any Indemified
Party to give notice as provided herein shall not relieve the Indemifying Party of its
obligations under this Agreenent, unless the failure to give such notice is materially
prejudicial to an Indemifying Party's ability to defend such action, and provided further
that the Indemifying Party shall not assune the defense for nmatters as to which there is a
conflict of interest or separate and different defenses. No |ndemifying Party, in the
def ense of any such claimor litigation, shall, except with the consent of each Indemified
Party, consent to entry of any judgnment or enter into any settlenent which does not include
as an wunconditional term thereof the giving by the claimant or plaintiff to such
Indemified Party of a release fromall liability in respect to such claimor litigation.

6. Covenants of Lender. Lender hereby covenants with Borrower that Lender
shall not nake any disposition of all or any portion of the Conversion Shares unless and
until:

a. There is then in effect a registration statenment under the
Securities Act covering such proposed disposition, and such disposition is nmade in
accordance with such registration statenment; or



b. Such Lender shall have notified Borrower of the proposed

di sposition and shall have furnished Borrower wth a detailed statement of the
ci rcunstances surrounding the proposed disposition, and, if requested by Borrower, Lender
shall have furnished Borrower wth an opinion of counsel, in form and substance
satisfactory to Borrower, that such disposition will not require registration of the

Conversi on Shares under the Securities Act.

7. Covenants of Borrower. The Borrower covenants and agrees that for
so long as this Debenture shall remain outstanding the Borrower:

a. Wwll cause to be reserved and kept available out of its authorized
and uni ssued shares of Commobn Stock such nunber of shares that will be sufficient to permt
the conversion in full of all outstandi ng Debentures;

b. wll take all such action as may be necessary to ensure that all
shares of Common Stock delivered upon conversion of the Debentures shall, at the tine of
delivery of the certificates for such shares, be duly and validly authorized, issued, fully
paid and non-assessabl e;

c. wll duly and punctually pay, or cause to be paid, the principal
and interest on this Debenture on the date(s) on which such principal and interest cones
due and payabl e in accordance with the terns hereof;

d. will preserve and keep in full force and effect its corporate
exi st ence;

e wll not declare or pay any cash dividend or other distribution on

the Common Stock or nake, or directly or indirectly assune, any liability or obligation in
connection with any distribution of any sort in respect to its Common Stock.

SONUS COVMUNI CATI ON HOLDI NGS, | NC.

By:
Sheri Shen, Chief Executive Oficer

AGREED TO AND ACCEPTED BY:

By:
Nane:
Title:
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as
Lender
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CREDI T AGREEMENT dated as of __ , 2001 by and between Enpire One

Tel ecommuni cations, Inc. as debtor and debtor in possession (the "Borrower"), and EOT
Lending Corp., (the "Lender").

The Borrower filed voluntary petitions for relief under chapter 11 of title
11 of the United States Code on April 2, 2001 (the "Petition Date"). The Borrower has
requested the Lender to provide it with a $600, 000 working capital loan facility and,
subject to the terns and conditions set forth herein, the Lender has agreed to provi de such
facility.

NOW THEREFORE, the parties hereto hereby agree, effective upon the Effective
Date (as hereinafter defined), as follows:

ARTICLE 1
DEFI NI TI ONS

Definitions. As used in this Agreement the follow ng terms have the
foll owi ng meanings (terns defined in the singular to have a correl ative nmeani ng when used
in the plural and vice versa):

"Agreenent" neans this Credit Agreenment, as anmended or supplenmented fromtine
to tine. References to Articles, Sections, Exhibits, Schedules and the like refer to the
Articles, Sections, Exhibits, Schedules and the like of this Agreenent unless otherw se
i ndi cat ed.

"Avoi dance Actions" neans all clainms, actions, causes of action arising under
Sections 542,544,545, 547, 548, 549, 550, 551, 553(b), or 724(a) of the Bankruptcy Code.

"Banki ng Day" neans any day other than a day on which comercial banks are
not authorized or required to close in New York City.

"Bankruptcy Code" shall nean title 11 of the United States Code, as anmended.

"Bankruptcy Court" shall mean the United States Bankruptcy Court for the
Southern District of New York or such other court having original jurisdiction over the
Chapter 11 Case.

"Borrower" shall have the neaning assigned to such termin the preanble
her et o.
"Borrow ng" neans a borrow ng hereunder of a Loan.

"Budget" shall nean the budget for the Borrower attached hereto as Exhibit C
for the period comencing on or about the Effective Date and ending on or about the Final
Term nation Date, as the same may be anended, nodified or supplenmented fromtinme to tine
with the Lender's consent.

"Carve- Qut Expenses" shall mean (i) ampunts payable pursuant to 28 U.S.C. §
1930(a)(6) and (ii) allowed fees and expenses of professionals retained in the Chapter 11
Case pursuant to 88 327 and 1103 of the Bankruptcy Code up to, but not exceeding $300, 000
in the aggregate (inclusive of any hol dbacks, but excluding any unused retainers
established prior to the date hereof); provided, that such anpbunts shall not be used for
investigating or attacking Lender, its clains or interests, or the Loans.

"Chapter 11 Case" shall nmean the Borrower's cases under chapter 11 of the
Bankrupt cy Code pending in the Bankruptcy Court.

"Code" neans the Internal Revenue Code of 1986, as anended fromtine to tine.

"Collateral" shall have the neaning assigned to such termin the Security and
Pl edge Agreenent but shall not include Avoi dance Actions.



"Committee" shall nmean the Official Committee of Unsecured Creditors appointed in
the Borrower's Chapter 11 case.

"Commitnment" shall nean the obligation of the Lender to make Loans to the
Borrower in an aggregate principal anmbunt not to exceed $600, 000.

"Controlled Goup" shall nean all nmenbers of a controlled group of
corporations and all trades or businesses (whether or not incorporated) under conmpn
control which, together with the Borrower, are treated as a single enployer under Section
414(b) or 414(c) of the Code.

"Default" means any event which with the giving of notice or |apse of tine,
or both, would becone an Event of Default.

"Dollars" and the sign "$" mean |lawful noney of the United States of Anmerica.

"Effective Date" shall have the neaning attributed thereto in Section 6.1

her eof .

"Event of Default" has the meaning given such termin Section 10.1 hereof.

"Facility Docunments" neans this Agreenent, the Note and the Security

Docunent s.

"Final Oder" shall mean an order of the Bankruptcy Court, in form and
substance satisfactory to the Lender and its counsel, finally approving this Agreenent and
the extensions of credit made and to be made to the Borrower in accordance with this
Agreenent in substantially in the formof Exhibit D hereto, as the same nay be anended,
nodi fied or supplemented fromtinme to tinme with the express witten joinder or consent of
the Lender.

"Final Term nation Date" shall nean the earlier of (a) the date the |ast
out st andi ng Borrow ng shall be due and payable, and (b) the occurrence of an Event of
Def aul t .

"Foreign Collateral" shall have the neaning attributed thereto in Section
5.5(c) hereof.

"InterimOrder" shall nean an order of the Bankruptcy Court, in form and
substance satisfactory to the Lender and its counsel, approving this Agreenent and all or a
portion of the extension of credit to be nmade by the Lender in accordance with this
Agreenent on an interimbasis, and finding, anong other things, that the applicable Loans
are in good faith and otherw se satisfy 8 364(e) of the Bankruptcy Code as the sanme nay be
amended, nodified or supplemented fromtinme to time with the express witten joinder or
consent of the Lender.

"Lender" shall have the meaning assigned to such termin the preanble hereto.

"Lien" nmeans any lien (statutory or otherw se), security interest, nortgage,
deed of trust, priority, pledge, charge, conditional sale, title retention agreenent,
financing | ease or other encunbrance or simlar right of others, or any agreenent to give
any of the foregoing.

"Loans" shall mean the Loans provided for in Section 2.1(a) hereof.

"Not e" shall mean shall mean the prom ssory grid note provided for by Section
2.6 hereof and all promi ssory notes delivered in substitution or exchange therefor, in each
case, as the sane shall be nodified and suppl enented and in effect fromtine to tine.

"Cbligations" shall mean all indebtedness, obligations and liabilities of the
Borrower to the Lender incurred under or related to this Agreenent, the Note or any other



Facility Docunent, whether such indebtedness, obligations or liabilities are direct or
indirect, secured or unsecured, joint or several, absolute or contingent, due or to becone
due, whether for paynment or performance, now existing or hereafter arising, including the
princi pal amount of Loans outstanding, together with interest thereon, and all expenses,
fees and indemities hereunder or under any other Facility Docunent, fromtine to tinme
arising under or in connection with or evidenced or secured by this Agreenent, the Note, or
any other Facility Docunent.

"Permtted Liens" shall nean the Liens described in clause (b) of Section 9.2

her eof .

"Person" neans an individual, partnership, corporation, limted liability
conpany, business trust, joint stock conpany, trust, unincorporated association, joint
venture, governnental authority or entity of whatever nature.

"Petition Date" shall have the neaning assigned to such termin the preanble
her et 0.

"Pl acenent Fee" shall nean a fee of three percent (3% of the amount of each
Borrow ng, payable to the Lender in cash on the date of each Borrow ng.

"Plan of Reorgani zation" shall nean any chapter 11 plan for the Borrower.

"Post-Default Rate" shall nean, in respect of any principal of any Cbligation
or any other anmount under this Agreenent or any Note that is not paid when due (whether at
stated maturity; by accel eration, by optional or nandatory prepaynment or otherw se), at a
rate per annum during the period fromand including the due date to but excluding the date
on which such anobunt is paid in full equal to 16%

"Security and Pl edge Agreenent" shall mean a Security and Pl edge Agreenent
executed by the Borrower in favor of the Lender, substantially in the formof Exhibit B
hereto and covering the collateral identified therein, as the sane shall be anmended
nodi fied and supplenmented and in effect fromtine to tine.

"Security Docunents" shall mean, collectively, the Security and Pl edge
Agreenent, all Uniform Comrercial Code financing statenents required by this Agreenent or
the Security and Pl edge Agreenment which have been or will be filed with respect to the
security interests in personal property and fixtures created pursuant thereto, and all
addi tional Security and Pl edge Agreenents, nortgages or Uniform Comercial Code financing
statements heretofore or hereafter delivered or filed, as the case may be, by the Borrower
pursuant to the terns of this Agreement or the Security and Pl edge Agreenent.

"Subsi di ary" nmeans, as to any Person, any corporation or other entity of
which at least a majority of the securities or other ownership interests having ordi nary
voting power (absolutely or contingently) for the election of directors or other persons
performing simlar functions at the time owned directly or indirectly by such Person.

"Term nation Date" shall mean, with respect to each Borrowi ng, the earlier of
(a) twelve months fromthe date of each Borrow ng, and (b) the occurrence of an Event of
Def aul t .

ARTI CLE 2
THE CREDI TS
Section 2.1 The Commi t nent.

(1) Subj ect to the terms and conditions set forth herein, the
Lender agrees to nake one or nore nultiple draw Loans to the Borrower fromtinme to tine



during in an aggregate principal anmount not to exceed the Conmtnent. Loans once repaid or
prepaid may not be reborrowed.

(2) Not wi t hst andi ng anything herein to the contrary, the Lender
shal | have no obligation to nake Loans hereunder in excess of the ampunts authorized in the
Chapter 11 Case and any reference herein to the amount of any Conm tnment shall be
automatically reduced to the anpbunts so authorized.

Section 2.2 Borrowi ngs. The Borrower shall give the Lender notice of each
Borrow ng of Loans hereunder as provided in Section 4.4 hereof. On the date specified for
each Borrow ng hereunder, the Lender shall, subject to the terms and conditions of this
Agreenment meke avail abl e the anmount of such Borrowing to the Borrower by depositing the
same, in imediately available funds, in an account of the Borrower designated for such
purpose fromtine to time by the Borrower.

Section 2.3 Changes of Conmitnent.

(1) The Commitnment shall be automatically reduced to zero on the
Commi t ment Termination Date.

(2) The Borrower shall have the right at any time or fromtinme to
time (i) so long as no Loans are outstanding, to terminate the Conmitnent and (ii) to
reduce the unused anount of the Conmitnent; provided that (x) the Borrower shall give
noti ce of each such term nation or reduction as provided in Section 4.4 hereof and (y) each
partial reduction shall be in an anmpunt at |east equal to $50,000 or in nmultiples of
$10, 000 i n excess thereof.

(3) The Conmmitnment once term nated or reduced may not be
rei nstated.

Section 2.4 Fees. Lender has agreed to provide working capital Loans under
the ternms of this Agreenment for the Borrower's ordinary course operations. The Borrower has
agreed to the Placenent Fee in consideration of Lender's agreenment to enter into this
Agreenent. Therefore, in full satisfaction of any and all fees, including any comm tnent
fee, facility fee or termination fee, in connection with the Loans, the Borrower shall be
obligated to pay Lender the Pl acenent Fee.

Section 2.5 Use of Proceeds. The Borrower hereby covenants, represents and
warrants that the proceeds of the Loans nmade to it will be used solely to fund the
Borrower's continued ordinary course operations, and working capital needs, in each case
solely in accordance with the Budget.

Section 2.6 Not e. The Loans nmade by the Lender hereunder shall be evidenced
by a single prom ssory note of the Borrower in substantially the formof Exhibit A hereto
dated as of the date hereof, payable to the Lender in a principal anpbunt equal to the
amount of the Conmitment as originally in effect and otherw se duly conpleted. The date
and anobunt of each Loan nmade by the Lender to the Borrower, and all paynents and
prepaynents nmade on account of the principal thereof, shall be recorded by the Lender on
its books and, prior to any transfer of the Note, endorsed by the Lender on the schedul e
attached to such Note or any continuation thereof; provided, however, that any failure by
the Lender to nmake any such notation shall not affect the obligations of the Borrower
her eunder or under such Note in respect of such obligations.

Section 2.7 Opti onal Prepaynents. Subject to Section 4.3 hereof, the
Borrower shall have the right to prepay the bligations, at any tinme or fromtinme to tine,
provided the Borrower shall give the Lender notice of each such prepaynment as provided in
Section 4.4 hereof.

Section 2.8 Mandat ory Prepaynents and Reductions of Commtnent. |[|f at any
time the Loans outstandi ng hereunder exceed the Conmmtnent then available, then the
Borrower shall imediately repay the Loans in the anpbunt of such excess.



ARTI CLE 3
PAYMENTS OF PRI NClI PAL AND | NTEREST
Section 3.1 Anorti zati on.

(1) To the extent not due and payable earlier pursuant to the terms
of this Agreenment, the entire unpaid principal anmount of each Borrow ng shall be due and
payable on its Term nation Date.

Section 3.2 I nterest.

(a) The Borrower hereby promnmises to pay to the Lender interest on
the unpaid principal anbunt of each Loan, for the period fromand including the date of
such Loan to but excluding the date such Loan shall be paid in full at a rate per annum
equal to 12%

(2) Not wi t hst andi ng t he foregoing, the Borrower hereby promises to
pay to the Lender interest on the Loans at the Post-Default Rate (i) upon the occurrence
and during the continuance of an Event of Default hereunder and (ii) on any principal of
any Loan and on any ot her anmpunt payable by the Borrower hereunder or under the Note which
shall not be paid in full when due (whether at stated maturity, by acceleration, by
mandat ory prepaynent or otherw se), for the period fromand including the due date thereof
to but excluding the date the sane is paid in full.

(3) Accrued interest on the Loans shall be payable at maturity.

(4) Not wi t hst andi ng anything herein to the contrary, interest
payabl e at the Post-Default Rate shall be payable in cash fromtinme to tine on demand.

ARTI CLE 4
PAYMENTS; COWPUTATI ONS; ETC.
Section 4.1 Paynent s.

(1) Except to the extent otherw se provided herein, all paynents of
principal, interest and other amounts to be nmade by the Borrower to the Lender under this
Agreenment, the Note and the other Facility Documents shall be made in Dollars, in
imedi ately avail abl e funds, w thout deduction, set-off or counterclaim into an account
(Account No. ) maintained in the nane of the Lender at [nane of bank], New York,
New York (or such other account designated by the Lender fromtine to tinme) not later than
1:00 p.m New York time on the date on which such payment shall becone due (each such
paynment made after such tine on such due date to be deened, to have been made on the next
succeedi ng Banki ng Day) .

(2) The Borrower shall, at the time of nmaking any paynent or
prepaynent under this Agreement or any Note, specify to the Lender the Obligations or other
amount s payabl e by the Borrower hereunder to which such paynment is to be applied (and in
the event that the Borrower fails to so specify, or if an Event of Default has occurred and
is continuing, the Lender nay apply the anmount of such paynent received by it in such
manner as it may determne to be appropriate).

(3) If the due date of any paynment under this Agreenent or any Note
woul d otherwise fall on a day that is not a Banking Day, such date shall be extended to the
next succeedi ng Banking Day, and interest shall be payable for any principal so extended
for the period of such extension.

Section 4.2 Conput ations. Interest hereunder shall be conmputed on the
basis of a year of 365 or 366 days, as the case may be, and actual days el apsed (i ncl uding
the first day but excluding the |ast day) occurring in the period for which payable.



Section 4.3 M ni mum Amounts. Each Borrow ng hereunder or optional partial
prepaynent of principal of the Loan shall be in an anount at |east equal to $50,000 or in
mul tiples of $10,000 in excess thereof.

Section 4.4 Certain Notices. Notices by the Borrower to the Lender of
term nations or reductions of the Commitments, of Borrow ngs and of optional prepaynments of
the Obligations shall be irrevocable and shall be effective only if received by the Lender
not later than 12:00 noon New York tinme on the nunber of Banking Days prior to the date of
the relevant term nation, reduction, borrow ng or prepaynent specified bel ow

Not i ce Nurmber of Banki ng

Days Pri or
Term nation or reduction of 2
Commi t ment
Borrow ng or repaynent of Loans 1

Each such notice of term nation or reduction shall specify the anbunt and type of the
Conmitment to be term nated or reduced. Each notice of optional prepaynent shall specify
the anmbunt and type of Loan to be prepaid, and each such notice of Borrow ng shall specify
the type of Loan to be borrowed (subject to Section 4.3 hereof) and the date of borrow ng
or optional prepaynent (which shall be a Banki ng Day).

ARTI CLE 5
SECURI TY:  ADM NI STRATI ON PRI ORI TY

Section 5.1 Grant of Lien and Security Interest.

(1) Pursuant to this Agreenent and the Security Docunents, the
Borrower hereby assigns, pledges, transfers, grants, confirns and sets over unto the
Lender, and hereby grants and creates in favor of the Lender a security interest in and to,
the Col |l ateral other than Avoi dance Actions.

(2) The liens and security interests in favor of the Lender
referred to in Section 5.1(a) hereof and under the Security Docunents shall be valid and
perfected liens and security interests, prior to all other liens and interests, other than
Perm tted Liens, and shall have second priority, with respect to Collateral, junior only to
the Permitted Liens thereon; provided that the liens and security interests in favor of the
Lender referred to in Section 5.1(a) hereof and under the Security Docunents shall be
subject to the Carve-Qut Expenses. Al liens and security interests in favor of the Lenders
hereunder and under the Security and Pl edge Agreenments and their priority shall remain in
effect until the Comm tnments have been terminated and all Obligations have been repaid in
cash in full.

Section 5.2 Adm nistrative Priority. The Borrower hereby agrees that the
ol igations of the Borrower shall constitute all owed adm nistrative expenses in the Chapter
11 Case
havi ng super-priority status under § 364(c)(1) of the Bankruptcy Code over all other
adm ni strative expenses and unsecured cl ai ns agai nst the Borrower now existing or hereafter
arising of any kind or nature whatsoever, including without limtation all admnistrative
expenses, charges and clains of the kind specified in 88 503(b), 506(c), 726 and 507(b) of
t he Bankruptcy Code, subject, as to priority, only to Carve-Qut Expenses; provided,
however, that the administrative priority accorded Lender shall not extend to Avoi dance
Acti ons.




Section 5.3 Grants, Rights and Renedies Cunul ative. The liens and security
interests granted pursuant to Section 5.1(a) hereof and the Security Docunments and the
adm nistrative priority granted pursuant to Section 5.2 hereof, may be independently
granted by the Facility Documents, the Interim Order, the Final O der and by other
agreenents hereafter entered into. This Agreenent, the other Facility Documents, the
InterimOder, the Final Oder and such other agreenents hereinafter entered into
suppl emrent each other, and the grants, priorities, rights and renedi es of the Lender
hereunder and thereunder are cunul ative.

Section 5.4 No Filings Required. The liens and security interests referred
to in Section 5.1(a) hereof, and in the other Facility Docunents shall be deenmed valid and
perfected by Interim Order or the Final Order, as the case may be, whichever occurs first.
The Lender shall not be required to file any financing statenents, notices of lien,
nortgages or simlar instrunents in any jurisdiction or filing office, or to take
possession of any Collateral or to take any other action in order to validate or perfect
the Liens and security interests granted by or pursuant to this Agreenent, the Interim
Order or the Final Order, as the case may be, or any other Facility Docunent. Lender shall
inits sole discretion, fromtine to tine choose to file such financing statenents, notices
of lien, nortgages or simlar instrunents, take possession of any Collateral, or take any
other action to validate or perfect any such security interests or liens, all such
docunents shall be deened to have been filed or recorded at the tine and on the date of
entry of the InterimOrder or, if no InterimOrder is obtained, the Final Oder, and the
Borrower consents to the nodification of the automatic stay under § 362 of the Bankruptcy
Code to permt the Lender to file such financing statenents, notices of lien or simlar
instrunents, take possession of any collateral, or take any other action to validate or
perfect any such security interests or |iens.

Section 5.5 Survival. The Liens, security interests, lien priorities
adm nistrative priorities and other rights and renmedies granted to the Lender pursuant to
this Agreement and the other Facility Docunents (specifically including but not limted to
the exi stence, perfection and priority of the liens and security interests provided herein
and therein, and the adm nistrative priority provided herein and therein) shall not be
nodified, altered or inpaired in any manner by any other financing or extension of credit
or incurrence of debt by the Borrower (pursuant to § 364 of the Bankruptcy Code or
ot herwi se), or by any dism ssal or conversion of the Chapter 11 Case, or, with respect to
any Loans then outstanding, any nodification, amendnment or reversal or stay of the Interim
Order or the Final Order, as the case may be, or by any other act or om ssion whatsoever
Wthout limtation, notw thstanding any such order, financing, extension, incurrence
di smissal, conversion, act of om ssion:

(a) except for the Carve-Qut Expenses, no costs or expenses of
adm ni stration which have been or may be incurred in the Chapter 11 Case or any conversion
of the sane or in any other proceedings related thereto, and no priority clains, are or
will be prior to or on a parity with any claimof the Lender against the Borrower in
respect of any Onoligation

(b) the Liens and security interests in favor of the Lender set
forth in Section 5.1(a) hereof and in the Facility Documents shall constitute valid and
perfected first priority Liens and security interests, subject only to the Permtted Liens
to which such Liens and security interests hereunder shall be subordinate and junior, and
shall be prior to all other Liens and security interests, now existing or hereafter
arising, in favor of any other creditor to any other Person whatsoever; provided that al
such liens and security interests of the Lender set forth in Section 5.1(a) hereof or in
any of the Facility Docunments shall be subject to the Carve-Qut Expenses; and

(c) the Liens and security interests in favor of the Lender set
forth in Section 5.1(a) hereof and the Facility Docunents shall be valid and perfected
wi t hout the necessity that the Lender file financing statenents, notices of |ien, nortgages
or otherwi se perfect its Liens and security interests under applicabl e nonbankruptcy |aw
except for such Collateral as is or may be hereafter be |ocated outside of the territoria
limts of the United States of Anmerica ("Foreign Collateral"”) to the extent that the sane




may not be subject to the jurisdiction of the Bankruptcy Court. The Borrower shall take
all reasonable steps required to perfect Lender's security interest in the Foreign

Col | ateral under applicable non-bankruptcy |aw as pronptly as practicable, but in no event
later than thirty days after the Effective Date; provided, however, that a failure to do so
shall not constitute an Event of Default hereunder.



ARTI CLE 6
CONDI TI ONS PRECEDENT

Section 6.1 Condi tions Precedent. The obligation of the Lender to nake
Loans avail abl e hereunder shall occur on the date (the "Effective Date") on or before July
1, 2001 that the Lender shall have received each of the following, in form and substance
satisfactory to the Lender and its counsel:

(a) the Note duly executed by the Borrower;

(b) the Security and Pl edge Agreenment duly executed by the Borrower
together with such financing statenments executed by the Borrower which in the
opi nion of the Lender are desirable to perfect the Iliens and security interest
created hereby and by the Security and Pl edge Agreenent;

(c) the stock certificates evidencing the Pledged Interests,
acconpani ed by undated stock powers duly executed in bl ank;

(d) evidence that either the InterimOder or the Final Oder, as
the case may be, shall have been entered by the Bankruptcy Court approving the
Conmi t ment (or such | esser amount as shall be acceptable to the Lender in its sole
di scretion), and such order shall be in full force and effect and shall not have
been reversed, stayed, nodified or anended;

(e) a copy of the charter, as amended and in effect, of the
Borrower certified as of recent date by the Secretary of State of the state of its
incorporation, and a certificate fromsuch Secretary of State dated as of recent
date as to the good standing of and charter docunments filed by the Borrower;

(f) a certificate fromthe Secretary of the Borrower, dated the
Ef fective Date, certifying (a) that the attached are true and conpl ete copies of the
by-1aws of the Borrower as amended and in effect, (b) that attached thereto is a
true and conplete copy of resolutions duly adopted by the Board of Directors of the
Borrower authorizing execution, delivery and perfornmance of this Agreenent and the
other Facility Docunents to which the Borrower is a party and the extensions of
credit hereunder, and that such resolutions have not been nodified, rescinded or
amended and are in full force and effect, (c) that the charter of the Borrower has
not been anended since the date of the certification thereto furnished pursuant to
cl ause (e) above, and (d) as to the incunbency and speci nen signature of each
of fi cer of the Borrower executing the Facility Docunents;

(9) a certificate of another officer of the Borrower as to the
i ncunbency and speci nen signature of the Secretary of the Borrower;

(h) a certificate of a duly authorized officer of the Borrower,
dated the Effective Date, stating that (a) the representati ons and warranties in
Article 7 of this Agreement and in the other Facility Documents are true and correct
on such date as though nmade on and as of such date, (b) no event has occurred and is
continuing which constitutes a Default or an Event of Default hereunder and
(c) prior to the Effective Date no nmaterial adverse change in the assets, business,
operations or financial condition of the Borrower has occurred or becone known since
the Petition Date, except as disclosed in witing by the Borrower to the Lender
prior to the Effective Date;

(i) the Liens and security interests in favor of the Lender granted
pursuant hereto and the Security and Pl edge Agreenent shall be valid and perfected
first priority Liens prior (except for Permitted Liens to which such Liens and
security interests are subordinate and junior) to all other Liens in or on the
Col |l ateral intended to be subject thereto, subject to the Carve-Qut Expenses;



(j) evidence that all fees, retainers and expenses required by this
Agreenent to be paid on or before the Effective Date shall have been paid in ful
(or shall have been authorized by the Interim Order, or the Final Order, as the case
may be);

(k) the Lender shall otherw se be satisfied in all naterial
respects (in its sole discretion) with the results of its business, operational and
| egal due diligence in respect of the Borrower; and

(1) such other approvals, opinions or docunents as the Lender may
reasonably request.

Section 6.2 Certification. Each notice of a Borrow ng shall be acconpani ed
by a certificate of a duly authorized officer of the Borrower certifying that the
statenents contained in Article VIl are true and correct both on the date of such notice
and, unless the Borrower otherwi se notifies the Lender prior to such Borrowi ng, as of the
dat e of such Borrow ng.

ARTI CLE 7

REPRESENTATI ONS AND WARRANTI ES

The Borrower hereby represents and warrants that upon the occurrence of the
Ef fective Date:

Section 7.1 I ncorporation, Good Standing and Due Qualification. The
Borrower and its Subsidiaries (a) are corporations duly organized, validly existing and in
good standi ng under the laws or the jurisdiction of their organization; (b) have the
requi site corporate power and have material governnental |icenses, authorizations, consents
and approval s necessary to own their assets, except as disclosed in Schedule Il hereto, and
carry on the business in which they are now engaged or proposed to be engaged; and (c) are
duly qualified to do business in all jurisdictions in which the nature of the business
conducted by the Borrower and its Subsidiaries makes such qualification necessary and to so
qualify would have a material adverse effect on their business, financial condition or
oper ati ons.

Section 7.2 Cor porate Power and Authority; No Conflicts. Subject to the
Bankruptcy Court approval, the execution, delivery and performance by the Borrower of the
Facility Docunents, the grant by the Borrower and the perfection of the security interests
purported to be granted in favor of the Lender hereunder and under the Security Docunents
and the exercise by the Lender of any rights and renmedi es hereunder or under the other
Facility Docunents have been duly authorized by all necessary corporate action and do not
and will not: (a) contravene any provision of its charter or bylaws; (b) violate any
provision of, or require any filing, registration, consent or approval under, any |aw,
rule, regulation, order, wit, judgment, injunction, decree, determ nation or award
presently in effect having applicability to the Borrower or any of its Subsidiaries or
affiliates (other than entry of the InterimO-der or the Final Order, as the case may be
and as ot herw se provided under Section 10.3 hereof); (c) result in a breach of or
constitute a default or require any consent under any indenture or loan or credit agreenent
or any other agreenent, |ease, or instrunent to which the Borrower is a party or by which
it or its properties may be bound or affected which would not be cured by entry of the
InterimOder or Final Oder; (d) result in, or require, the creation or inposition of any
Lien (other than as provided hereunder and under the Security Docunments), upon or with
respect to any of the properties now owned or hereafter acquired by the Borrow ng; or (e)
cause the Borrower (or any Subsidiary or affiliate, as the case may be, of the Borrower) to
be in default under any such |aw, rule, regulation, order, wit, judgment, injunction
decree, determ nation or award or any such indenture, agreenment, |ease or instrunent which
woul d not be cured by entry of the InterimOder and Final O der.

Section 7.3 Legal |y Enforceabl e Agreenents. Subject to Bankruptcy Court
approval, each Facility Docunment is, or when delivered under this Agreenent will be, a
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| egal, valid and binding obligation of the Borrower enforceable against the Borrower in
accordance with its terns.

Section 7.4 Litigation. Oher than the Chapter 11 Case and as set forth in
Schedule Il hereto, there are no actions, suits or proceedi ngs pendi ng agai nst the
Borrower or any of its Subsidiaries or any of their respective properties before any court,
governnental agency or arbitrator which may, in any one case or in the aggregate,
materially adversely affect the financial condition, operations, properties or business of
the Borrower or any such Subsidiary or the ability of the Borrower to performits
obl i gations under the Facility Docunents.

Section 7.5 Subsidiaries. Schedule | hereto is a conplete and correct
description of the name, jurisdiction of incorporation and ownership of the outstanding
capital stock of each Subsidiary of the Borrower as in existence on the date hereof. All
shares of such stock or other equity or ownership interests owned by the Borrower or one or
nmore of its Subsidiaries, as indicated in such Schedul e, are owned free and clear of all
liens, security interests and ot her charges and encunbrances.

Section 7.6 No Default on Qutstandi ng Judgnents or Orders. Neither the
Borrower nor any of its Subsidiaries is in default with respect to any judgnment, wit,
injunction, decree, rule or regulation of any court, arbitrator or federal, state,
muni ci pal or other governnmental authority, comm ssion, board, bureau, agency or
instrunmentality, donestic or foreign, other than as a result of the Chapter 11 Case.

Section 7.7 Governnent Regul ation. Neither the Borrower nor any of its
Subsidiaries is subject to regulation under the Public Wility Hol ding Conpany Act of 1935,
the I nvestnment Conpany Act of 1940, the Federal Power Act or any statute or regulation
limting its ability to incur indebtedness for nobney borrowed as contenpl ated hereby.

Section 7.8 Admi nistrative Priority.

(1) The obligations of the Borrower will constitute all owed
adm ni strative expenses in the Chapter 11 Case having priority over all other
adm ni strative expenses and unsecured cl ai ms agai nst the Borrower, now existing or
hereafter arising, of any kind or nature whatsoever, including without limtation all other
adm ni strative expenses, charges or clains of the kind specified in Sections 503(b),
506(c), 507(b) and 723(b) of the Bankruptcy Code, subject, as to priority, only to Carve-
Qut Expenses; provided, however, that the adm nistrative priority accorded to Lender shall
not extend to Avoi dance Acti ons.

(2) The Obligations of the Borrower will be secured by a valid and
perfected first Lien on and security interest in all of the Collateral, subject only to the
Permtted Liens to which such Liens and security interests shall be junior to and
subordi nate, and subject further to the Carve-Qut Expenses.

Section 7.9 Bankruptcy Court Orders. The Interim Order or the Final Oder,
as the case may be, is in full force and effect, and has not been reversed, stayed,
nodi fi ed or anended.

ARTI CLE 8
AFFI RVATI VE COVENANTS
So long as any Note shall remain unpaid, the Borrower shall:

Section 8.1 Mai nt enance of Existence. Preserve and nmintain, and cause
each of its Subsidiaries to preserve and maintain, its corporate existence and good
standing in the jurisdiction of its organization, and qualify and remain qualified, and
cause each of its Subsidiaries to qualify and remain qualified, as a foreign corporation in
each jurisdiction in which such qualification is required.
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Section 8.2 Conduct of Business. (1) Continue, and cause each of its
Subsidiaries to continue, to engage in an efficient and econom cal nmanner in a business of
the sanme general type as conducted by it on the date of this Agreenent, (b) obtain, and
cause each of its Subsidiaries to obtain, fromtime to tine all |icenses, pernits
aut hori zations or other forms of perm ssion which under federal, state and |ocal laws are
necessary or advisable for operating and mai ntaining the conduct of the business of the
Borrower and its Subsidiaries (including, without limtation, copyrights, trademarks
patents and |icenses to use tangi ble or intangible property and simlar rights) if the
failure to so obtain or maintain any such license, permt, authorization or other form of
perm ssion would result in a material adverse change in the financial condition of the
Borrower and its Subsidiaries, and (c) use its best efforts, and cause each of its
Subsidiaries to use its best efforts, to preserve and protect the value of the Collateral

Section 8.3 Mai nt enance of Properties and Executory Contracts and Leases.
Mai ntai n, keep and preserve, and cause each of its Subsidiaries to maintain, keep and
preserve, all of its properties (tangible and intangi ble) including | eased property,
necessary or useful in the proper conduct of its business in good working order and
condition, ordinary wear and tear excepted, and shall use its best efforts to ensure that
all leases and executory contracts necessary or useful in the Borrower's or any of such
Subsi di ari es' business or operations remain in full force and effect (w thout prejudice
however, to the Borrower's right to assune or reject such | eases or executory contracts
under 8§ 365 of the Bankruptcy Code), except to the extent otherw se consented to by the
Lender or to the extent that failure to do so would not result in a naterial adverse change
in the financial condition of the Borrower and its Subsidiaries.

Section 8.4 Mai nt enance of Records. Keep, and cause each of its
Subsi diaries to keep, adequate records and books of account, in which conplete entries wll
be made reflecting all financial transactions of the Borrower and its Subsidiaries.

Section 8.5 Conpliance with Laws. Conply, and cause each of its
Subsidiaries to conply, in all respects with all applicable |aws, rules, regulations and
orders, such conpliance to include, without limtation, paying before the same becone
del i nquent all taxes, assessnments and governnental charges inposed upon it or upon its
property, subject to the limtations and requirenents of the Bankruptcy Code

Section 8.6 Ri ght of Inspection. At any reasonable tine and fromtine to
time, permt the Lender or any agent or representative thereof, to exam ne and nake copies
and abstracts fromthe records and books of account of, and visit the properties of, the
Borrower and any of its Subsidiaries, and to discuss the affairs, finances and accounts of
the Borrower and any such Subsidiary with any of their respective officers and directors
and the Borrower's independent accountants.

Section 8.7 Further Assurances. Execute, acknow edge, deliver, record
file, register, performand do any and all such further acts, deeds, conveyances, Security
and Pl edge Agreenents, assignnents, estoppel certificates, financing statenents, assurances
and other instrunents as the Lender nmy reasonably request fromtine to time in order
(a) to carry out nore effectively the purposes of this Agreenent or any other Facility
Document, (b) to subject the Collateral to valid and perfected first priority liens and
security interests (subject, as to priority, to the Permtted Liens and the Carve-CQut
Expenses), (c) to perfect and maintain the validity, effectiveness and priority of any of
the Facility Docurments and the Liens and security interests intended to be created thereby,
and (d) to better assure, convey, grant, assign, transfer, preserve, protect and confirm
unto the Lender the rights granted or now or hereafter intended to be granted to the Lender
under any Facility Docunment. The assurances contenplated by this Section 8.7 shall be
gi ven under applicabl e nonbankruptcy | aw as well as the Bankruptcy Code, it being the
intention of the parties that the Lender may request assurances under applicable
nonbankruptcy | aw, and such request shall be conplied with (if otherwi se nmade in good faith
by the Lender) whether or not the InterimOrder or the Final Oder is in force and whet her
or not dismssal of the Chapter 11 Case or any other action by the Bankruptcy Court is
immnent, likely or threatened
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ARTI CLE 9
NEGATI VE COVENANTS

So long as any Note shall remain unpaid, the Borrower shall not:

Section 9.1 Liens. Create, incur, assune or suffer to exist, or permt any
of its Subsidiaries to create, incur, assume or suffer to exist, any Lien upon or with
respect to any of its properties, now owed or hereafter acquired, except:

(1) Li ens provided for under the Security Docunents;

(2) Liens for taxes or assessnments or other government charges or
levies if not yet due and payable if they are being contested in good faith by appropriate
proceedi ngs and for which appropriate reserves are nmintai ned;

(3) Li ens inposed by I aw, such as nechanic's, material men's,
| andl ord's, warehousenmen's and carrier's Liens, and other simlar Liens, securing the
obligations incurred in the ordinary course of business which are not past due for nore
than 30 days, or which are being contested in good faith by appropriate proceedings and for
whi ch appropriate reserves have been established;

(4) Li ens under wor knen's conpensation, unenploynent insurance,
social security or simlar |egislation;

(5) Li ens, deposits or pledges or liens granted to secure the
Borrower's obligations under letters of credit issued to secure the performance of bids,
tenders, contracts (other than contracts for the paynent of noney), |eases (pernmitted under
the ternms of this Agreenent), public or statutory obligations, surety, stay, appeal,
indemity, performance or other similar bonds, or other simlar obligations arising in the
ordi nary course of business;

(6) judgnent and other simlar Liens arising in connection with
court proceedi ngs; provided that the execution or other enforcenent of such Liens is
effectively stayed and the clains secured thereby are being actively contested in good
faith and by appropriate proceedings and for which appropriate reserves have been
est abl i shed;

(g) Liens listed on Schedule IV hereto; and

(h) easenents, rights-of-way, restrictions and other simlar
encunbrances which, in the aggregate, do not materially interfere with the occupation, use
and enjoynent by the Borrower or any such Subsidiary of the property or assets encunbered
thereby in the nornmal course of its business or materially inpair the value of the property
subj ect thereto.

Section 9.2 Bankruptcy Court Orders; Admnistrative Priority; Lien
Priority; Paynent of O ains.

(1) Seek, consent to or suffer to exist any nodification, stay,
vacation or anendrment of the Interim Order, or the Final Oder, as the case nay be, except
for nodifications and amendnents agreed to by the Lender.

(2) Seek, consent to or suffer to exist a priority for any
adm ni strative expense or unsecured clai magai nst the Borrower (now existing or hereafter
arising of any kind or nature whatsoever, including without limtation any adm nistrative
expenses, charges or clainms of the kind specified in Sections 503(b), 506(c), 507(b) and
723(b) of the Bankruptcy Code) equal or superior to the priority of the Lender in respect
of the nligations, except for the Carve-Qut Expenses.
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(3) Suffer to exist any Lien on the Collateral having a priority
equal or superior to the Liens and security interests in favor of the Lender in respect of
the Obligations, except for Permtted Liens, and subject to the Carve-Qut Expenses.

(4) Prior to the date on which the Obligations have been paid in
full in cash and the Conmitnments have been term nated, pay any administrative expense
claims except, so long as no Default or Event of Default has occurred and is continuing
hereunder, the Borrower may pay (i) admi nistrative expense clains incurred in the ordinary
course of the business of the Borrower and (ii) anounts payable pursuant to 28 U.S.C. §
1930(a)(6) and the all owed fees and expenses of professionals under 88 330 and 331 of the
Bankrupt cy Code not in excess of $300,000 in the aggregate, inclusive of any hol dbacks and
retainers, in each case, unless otherw se approved by the Lender, strictly in accordance
wi th the Budget.

ARTI CLE 10
EVENTS OF DEFAULT

Section 10.1 Events of Default. Any of the follow ng events shall be an
"Event of Default":

(1) the Borrower shall: (i) fail to pay the principal of any Note
as and when due and payable; or (ii) fail to pay interest on the Notes or any fee or other
amount due hereunder as and when due and payabl e and such failure shall continue unrenedied
for ten Banking Days; or

(2) any material representation or material warranty made or deened
made by any Borrower in this Agreenent or in any other Facility Docunent to which it is a
party or which is contained in any certificate, document, opinion, financial or other
statenment furnished at any time under or in connection with any Facility Document shall
prove to have been incorrect in any material respect on or as of the date nade or deened
made and shall continue unrenedi ed for five Banking Days after notice thereof; or

(3) an order with respect to the Chapter 11 Case shall be entered
by the Bankruptcy Court, or the Borrower shall file an application for an order with
respect to the Chapter 11 Case (i) appointing a trustee in any such Chapter 11 Case or
(ii) appointing an exam ner in the Chapter 11 Case with the authority to performthe duties
of a trustee (other than the duties solely of an examiner) in respect of the estate of the
Borrower or the operation of the business of the Borrower; or

(4) an order with respect to the Chapter 11 Case shall be entered
by the Bankruptcy Court dism ssing the Chapter 11 Case or converting the Chapter 11 Case to
a chapter 7 case; or

(5) an order shall be entered by the Bankruptcy Court confirmng a
pl an of reorganization in the Chapter 11 Case, or a plan of reorganization shall be filed,
whi ch does not contain a provision for term nation of the Comm tnents and payment in full
in cash of all Obligations of the Borrower hereunder and under the other Facility Docunents
on or before the effective date of such plan or which is not otherw se satisfactory in all
material respects to the Lender; or

(6) an order with respect to the Chapter 11 Case shall be entered
by the Bankruptcy Court w thout the express prior witten consent of the Lender (i) to
revoke, reverse, stay, nodify, supplenent or amend the InterimOrder, or the Final Order or
any of the Facility Docunments, (ii) approving the incurrence by the Borrower of any debt
not contenpl ated hereunder, (iii) to permt any administrative expense or any claim(now
exi sting or hereafter arising, of any kind or nature whatsoever) to have admi nistrative
priority equal or superior to the priority of the Lender in respect of the Ooligations,
except for Carve-Qut Expenses, or (iv) to grant or pernit the grant of a Lien on the
Col |l ateral other than Permtted Liens; or
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(7) an order shall be entered by the Bankruptcy Court that is not
stayed pendi ng appeal granting relief fromthe automatic stay to any creditor of the
Borrower with respect to any claimsecured by any asset or assets of the Borrower having
book val ue equal to or exceedi ng $200,000 in the aggregate; provided, however, that it
shall not be an Event of Default if relief fromthe automatic stay is lifted solely for the
purpose of allowi ng such creditor to determine the |iquidated ambunt of its clai magainst
the Borrower or such claimis covered by insurance; or

(8) an application for any of the orders described in clauses (c),
(d), (e), (f) or (g) above shall be made (i) by a Person other than the Borrower and such
application is not contested by the Borrower or (ii) by the Borrower; or

(9) any judgnent or order shall be entered agai nst the Borrower or
any of its Subsidiaries or any other event shall occur or condition exist which does or
coul d reasonably be expected to have a material adverse effect on the condition (financia
or otherw se), business, operation or prospects of the Borrower or any of its Subsidiaries,
and there shall be a period of ten consecutive days during which a stay or enforcenment of
such judgment or order shall not be in effect; or

(10) the Security Docurments shall at any tine after their execution
and delivery and for any reason cease: (A) to create a valid and perfected security
interest and Lien in and to the property purported to be subject thereto having the
priority specified in the Security Docunents; or (B) to be in full force and effect or
shal | be declared null and void, or the validity or enforceability thereof shall be
contested by the Borrower, or the Borrower shall deny it has any further liability or
obli gati on under any such agreenent, or the Borrower shall fail to performany of its
obl i gati ons thereunder and such failure shall continue for five Banking Days after notice
t hereof; or

(11) the Borrower shall: (i) fail to performor observe any other
material term nmaterial covenant or material agreenent on its part to be performed or
observed in any business Facility Document and such failure shall continue unrenedied for
thirty Banking Days after notice thereof; or (ii) fail to conply with any of the ternms or
provisions of the Interim O der or the Final Oder.

Section 10.2 Consequences of an Event of Default. |f an Event of Default
shall occur and so long as it shall continue or, the Lender may, by notice to the Borrower,
decl are the Commitnment termi nated, whereupon the Commitnents will terminate i mediately and
any fees hereunder shall be immediately due and payable wi thout further order of or
application to the Bankruptcy Court, presentnment, demand, protest or further notice of any
kind, all of which are hereby expressly waived, and an action therefor shall immediately
accr ue.

Section 10.3 Certain Renedies. |If an Event of Default has occurred and is
continuing, the Lender may, on fifteen Banking Days' prior witten notice to the Borrower,
the Committee, and the Office of the United States Trustee, Southern District of New York,
(i) declare the unpaid principal anmount of the Notes, interest accrued thereon, and all
ot her amounts owi ng by the Borrower hereunder or under the Note to be inmedi ately due and
payabl e without further order of or application to the Bankruptcy Court, presentnent,
demand, protest or further notice of any kind, all of which are hereby expressly waived, an
action therefor shall inmediately accrue, and (ii) exercise all rights and renedi es which
the Lender may have hereunder or under any other Facility Docunent, the Interim Oder, the
Final Order or at law (including but not Iimted to the Bankruptcy Code and the Uniform
Conmmerci al Code) or in equity or otherwi se, without regard to the automatic stay provided
for in 8§ 362 of the Bankruptcy Code with respect to the Borrower or any of its property.
Wthin such ten Banking Days, the Borrower or any other party-in-interest may seek a
heari ng before the Bankruptcy Court and the Lender shall refrain fromenforcing any of its
remedi es hereunder until the Bankruptcy Court has ruled in respect thereof or an agreenent
has ot herwi se been reached. Unless the Bankruptcy Court shall order that no Event of
Default has occurred or has granted other related relief, the automatic stay under 8§ 362 of
t he Bankruptcy Code shall be vacated with respect to the Collateral, and the Lender shall
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be free to exercise all of its rights with respect to the Collateral, subject to the rights
of the holders of Permtted Liens, wthout further approval of the Bankruptcy Court. Al
proceeds in respect thereof shall be applied by the Lender to reduce the Obligations in the
Lender's sol e discretion, and the Borrower shall remain liable for any deficiencies. Wth
respect to any | ease or executory contract constituting part of the Collateral, the Lender
shal |l have the right to cause the Borrower to assunme and assign such | ease or executory
contract to the Lender or its designee, although nothing herein shall be construed to linmt
the rights of the counterparty to such | ease or executory contract to adequate assurance
and cure paynents under 8§ 365 of the Bankruptcy Code or to inpose any obligation on the
Lender to nake any such adequate assurance or cure paynents. Any proceeds received by the
Borrower in connection with the assunption and assi gnment of any executory contract or

| ease shall be proceeds of the Collateral and immediately remitted to the Lender to reduce
the Obligations then outstanding. Al such renedies shall be cunul ative and not excl usive.
No failure on the part of such Lender to exercise, and no delay in exercising, any right
hereunder shall operate as a waiver thereof or preclude any other or further exercise

t hereof or the exercise of any other right. The renmedies herein provided are cunul ative
and not exclusive of any renmedies provided by |aw.

ARTI CLE 11
M SCELLANEQUS

Section 11.1 Anendnents and Wiivers. The Borrower and the Lender may from
time to time enter into agreenments anmendi ng, nodifying or supplenenting this Agreenent, the
Notes or any other Facility Docunents, and the Lender may fromtinme to tinme grant waivers
or consents to a departure fromthe due performance of the obligations of the Borrower
hereunder or thereunder. Any such agreenent, waiver or consent nust be in witing and
shal|l be effective only to the extent specifically set forth in such witing. In the case
of any such waiver or consent relating to any provision hereof, any Event of Default so
wai ved or consented to shall be deemed to be cured and not continuing, but no such waiver
or consent shall extend to any other or subsequent Event of Default or inpair any right
consequent thereto.

Section 11.2 Binding Effect. This Agreenent shall be binding upon and inure
to the benefit of the Lender, the Borrower and their respective successors and assigns
(including, except for the right to request Loans, any trustee or exam ner or other person
wi t h expanded powers succeeding to the rights of the Borrower or pursuant to any conversion
to a case under chapter 7 of the Bankruptcy Code).

Section 11.3 The Lender as Party-in-Interest. The Borrower hereby
stipul ates and agrees that the Lender is and shall remain a party-in-interest in the
Chapter 11 Case and shall have the right to participate, object and be heard in any notion
or proceeding in connection therewith (including but not Iimted to objections to use of
proceeds of the Loans, to the paynent of professional fees and expenses or the anount
thereof, to sales or other transactions outside the ordinary course of business or to
assunption or rejection of any executory contract or |ease).

Section 11.4 Assignnent and Participation. This Agreenment shall be binding
upon, and shall inure to the benefit of, the Borrower and the Lender and their respective
successors and assigns, except that the Borrower may not assign or transfer its rights or
obli gati ons hereunder. The Lender may assign, or sell participations in, all or any part
of the hligations (including all or a portion of its Conmmtnent) owing to the Lender to
anot her Lender or other entity, in which event (a) in the case of an assignnment, upon
notice thereof by the Lender to the Borrower, the assignee shall have, to the extent of
such assignnent (unless otherw se provided therein), the sane rights, benefits and
obligations as it would have if it were the Lender hereunder; and (b) in the case of a
participation, the participant shall have no rights under the Facility Documents. The
agreenent executed by the Lender in favor of the participant shall not give the participant
the right to require the Lender to take or omt to take any action hereunder except action
directly relating to (i) the extension of a paynent date with respect to any portion of the
principal of or interest on any anount outstandi ng hereunder allocated to such participant
(ii) the reduction of the principal amunt outstanding hereunder or (iii) the reduction of
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the rate of interest payable on such anpbunt or any anbunt of fees payable hereunder to a
rate or amount, as the case may be, below that which the participant is entitled to receive
under its agreenent with the Lender. The Lender may furnish any information concerning the
Borrower in the possession of the Lender fromtine to time to assignees and participants
(including prospective assignees and participants); provided that the Lender shall require
any such prospective assignee or such participant (prospective or otherwise) to agree in
witing to maintain the confidentiality of such information.

Section 11.5 Notices. Unless the party to be notified otherwi se notifies
the other party in witing as provided in this Section, and except as otherw se provided in
this Agreenent, notices shall be given to the Lender and to the Borrower by tel ecopier or
by overnight courier or by personal delivery addressed to such party at its address on the
signature page of this Agreenent with a copy to the Cormittee c/o Andrew |. Siffen, Esq.,

A shan G undman Frone Rosenzwei g & Wl osky LLP, 505 Park Avenue, New York, New York 10022,
tel ecopi er nunber: 212-755-1467, tel ephone nunber: 212-753-7200.

Section 11.6 Table of Contents; Headings. Any table of contents and the
headi ngs and captions hereunder are for convenience only and shall not affect the
interpretation or construction of this Agreenent.

Section 11.7 Severability. The provisions of this Agreenent are intended to
be severable. |[If for any reason any provision of this Agreenent shall be held invalid or
unenforceable in whole or in part in any jurisdiction, such provision shall, as to such
jurisdiction, be ineffective to the extent of such invalidity or unenforceability w thout
in any manner affecting the validity or enforceability thereof in any other jurisdiction or
the remmi ni ng provisions hereof in any jurisdiction.

Section 11.8 Counterparts. This Agreenent may be executed in any nunber of
counterparts, all of which taken together shall constitute one and the sane instrunent, and
any party hereto may execute this Agreenent by signing any such counterpart.

Section 11.9 |Integration. The Facility Docunents set forth the entire
agreenent between the parties hereto relating to the transacti ons contenpl ated thereby and
supersede any prior oral or witten statements or agreenents with respect to such
transacti ons.

Section 11.10 Governing Law. This Agreenent shall be governed by, and
interpreted and construed in accordance with, the internal |laws of the State of New York,
except to the extent governed by the Bankruptcy Code.

Section 11.11 Waiver of Jury Trial. BY ITS EXECUTI ON AND DELI VERY OF TH S
AGREEMENT THE BORROVWER HEREBY KNOW NGLY, VOLUNTARI LY AND | NTENTI ONALLY WAI VES ANY RIGHTS I T
MAY HAVE TO A TRI AL BY JURY I N RESPECT OF ANY LI Tl GATI ON AGAI NST THE LENDER, ANY
PARTI CI PANT, ASSI GNEE OR | NDEMNI FI ED PARTY, BASED HEREON OR ARI SI NG QUT OF, UNDER OR I N
CONNECTI ON W TH THI' S AGREEMENT, THE NOTES OR ANY OTHER FACI LI TY DOCUMENT, ANY OF THE
TRANSACTI ONS CONTEMPLATED HEREBY OR THEREBY OR ANY COURSE OF CONDUCT, COURSE OF DEALI NG,
STATEMENTS (WHETHER VERBAL OR WVARI TTEN) OR ACTI ONS OF THE LENDER OR THE BORROVER | N
CONNECTI ON HEREW TH OR THEREW TH. THI'S PROVI SION | S A MATERI AL | NDUCEMENT FOR THE LENDER TO
ENTER | NTO TH S AGREEMENT.
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I'N WTNESS WHEREOF, the parties hereto have caused this Agreenent to be duly
executed as of the day and year first above witten.

EMPI RE ONE TELECOMMUNI CATI ONS, | NC., as Borrower

By

Title:

Address for Notices:

Tel ephone:
Tel ecopy No. :

EOT LENDI NG CORP., as Lender

By

Title: President

Address for Notices:

Tel ephone:
Tel ecopy No. :
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SCHEDULE |

SUBSI DI ARI ES

Subsi di ari es of Enpire One Tel econmuni cations, Inc.:

1. EOCT Tel econmuni cati ons of Canada, |nc.
2. Enpire One Power, Inc.

EXH BIT 4.5

SECURI TY AND PLEDGE AGREEMENT

dated as of My 11, 2001

bet ween

EMPI RE ONE TELECOVMUNI CATI ONS, INC. as
Debt or and Debtor in Possession

and
ECT LENDI NG CORP.

as
Lender



Tabl e of Contents

ARTI CLE 1DEFI NI Tl ONS . . . o e e e e e e e e e e e e e

Section 1.1 Def i Ni L ONS ..o

ARTI CLE 2C0LLATERAL . . . . o e e e

Section 2.1 Security Interest inthe Collateral ........ ... ... ... .. . . . . . . ...

ARTI CLE 3REPRESENTATI ONS AND WARRANTI ES . . . . . e e e e e e e e e

Section 3.1 Representations and WArranties .............. ..

ARTI CLE 4FURTHER ASSURANCES; REMEDI ES . . . . .. e e

Section 4.1 Further Assurances; Renedies ............. ... ...

Section 4.2 Delivery and Gther Perfection.........................

Section 4.3 Preservation of Rights ....... ... ... ... .. ... ... .......

Section 4.4 Special Provisions Relating to Certain Collateral .....

Section 4.5 Events of Default, Etc ......... ... ... ..
Section 4.6 DefiCi BNCY ..o
Section 4.7 Renmoval S, Bt C ... .. e
Section 4.8 Application of Proceeds .......... .
Section 4.9 Attorney-in-Fact . ... ... e
Section 4.10 PerfectiOn. . ...
Section 4. 11 Term nati ON . ...
Section 4.12 Expenses and Indemities .. ...
Section 4.13 FUurther ASSUIANCES . .. ...ttt e e
SeCtion 4. 14 Rel BaSES .. .\t
Section 4.15 Oher Financing Statenents and Liens ........... ... ... ...
ARTI CLE 5M SCELLANEQUS . . . . . .o e e e e e e e e e
Section 5.1 NO VM VBT L
Section 5.2 NOt i CBS . ottt
Section 5.3 ATendment S, Bt C .. ... .
Section 5.4 SUCCESSOrS and ASSIi gNS . v ittt
Section 5.5 Capti ONS . . ..o
Section 5.6 COUNE B PAI L S vttt et e e
Section 5.7 GOVEIrNi NG Law. . ..o
Section 5.8 Severabi ity ..o



ANNEXES

Annex
Annex
Annex
Annex
Annex

1Li st of Contracts
2Locati ons

3Li st of Copyrights
4Li st of Patents

5Li st of Trade Nanes

i



SECURI TY AND PLEDGE AGREEMENT

SECURI TY AND PLEDGE ACREEMENT, dated as of , 2001 by and anong

Enpi re One Tel econmuni cations, Inc., as debtor and debtor in possession (the "Borrower"),
and EOT Lending Corp., (the "Lender").

WI TNESSETH:

WHEREAS, the Borrower and the Lender have entered into a Credit Agreenment (as
amended and in effect fromtine to time, the "Credit Agreenent"), dated as of
__________ , 2001 pursuant to which the Lender has agreed to provide the Borrower with a
$600, 000 working capital loan facility, and upon the terns and subject to the conditions
set forth therein, the Lender has agreed to provide such facility;

WHEREAS, it is a condition precedent to the effectiveness of the Credit
Agreenment that the Borrower shall have executed and delivered to the Lender a Security and
Pl edge Agreenent in substantially the form hereof;

NOW THEREFORE, in consideration of the prenmi ses and the agreenents herein and
in order to induce the Lender to nake the Loan, the Borrower hereby agrees as foll ows:

ARTI CLE 1
DEFI NI TI ONS

Section 1.1 Definitions. Al ternms used in this Agreenent that are not
ot herwi se defined shall have the neani ngs assigned to such terms in the Credit Agreenent.
As used in this Agreenent, the following terms shall have the respective neanings indicated
bel ow, such neanings to be applicable equally to both the singular and plural fornms of the
terns defi ned:

"Accounts" shall have the neaning assigned to that termin Section 2.1(d)
her eof .

"Agreenent"” shall nmean this Security and Pl edge Agreenent, as the sane may be
nodi fi ed, supplenented or anended fromtine to tinme in accordance with its terns.

"Avoi dance Actions" neans all clains, actions, causes of action arising under
Sections 542, 544, 545, 547, 548, 549, 550,551, 553(b), or 724(a) of the Bankruptcy Code.

"Collateral" shall have the nmeaning assigned to that termunder Section 2.1
her eof .

"Col | ateral Account" shall have the neaning assigned to that termin Section

4.1 hereof.

"Contracts" shall nmean all contracts and | eases (real or personal) between a
Borrower and one or nobre additional parties.

"Contract Rights" shall nean all rights of a Borrower under each Contract
(including, without limtation, (i) all right to receive nobneys due or to becone due under
or pursuant to all Contracts, (ii) all rights to termnate, and to performunder, all
Contracts, conpel performance and ot herw se exercise all renedies under all Contracts,
including, but not limted to, rights to indemification, and (iii) all rights to any
payments, distributions or proceeds assigned fromtime to tine in connection with, or with




respect to, the assignor's interest in any Person or any partnership or joint venture
agreenent to which the Borrower is or may hereafter be a party).

"Copyrights" shall nean all copyrights, copyright registrations and
applications for copyright registrations, including, without Iimtation, all renewals and
extensions thereof, the right to recover for all past, present and future infringements
thereof, and all other rights of any kind whatsoever accruing thereunder or pertaining
t hereto.

"Docunents" shall have the nmeaning assigned to that termin Section 2.1(j)
her eof .

"Equi pnent" shall have the meani ng assigned to that term under Section 2.1(h)
her eof .

"CGovernnmental Authority" shall mean (i) any governnent or political
subdi vi sion thereof, whether foreign or donestic, national, state, county, nunicipal or
regi onal or any other government authority, (ii) any agency or other instrumentality of any
such governnent, political subdivision or other governmental entity (including any central
bank or conparabl e agency), (iii) any court, arbitral tribunal or arbitrator and (iv) any
non- governnental regul ati ng body, to the extent that the rules, regulations or orders of
such body have the force of |aw.

"Intellectual Property" shall mean, collectively, all Copyrights, all Patents
and all Trademarks, together with (a) all inventions, processes, production nethods,
proprietary information, know how and trade secrets; (b) all licenses or user or other
agreenents granted to the Borrower with respect to any of the foregoing, in each case
whet her now or hereafter owned or used; (c) all information, customer lists, identification
of suppliers, data, plans, blueprints, specifications, designs, draw ngs, recorded
knowl edge, surveys, engineering reports, test reports, manuals, materials standards,
processi ng standards, performance standards, catal ogs, conputer and automatic machinery
software and prograns; (d) all accounting information and all nedia in which or on which
any information or know edge or data or records may be recorded or stored and all conputer
prograns used for the conpilation or printout of such information, know edge, records or
data; (e) all licenses, consents, permts, variances, certifications and approval s of
gover nnent al agenci es now or hereafter held by the Borrower; and (f) all causes of action,
clainms and warranti es now or hereafter owned or acquired by a Borrower in respect of any of
the itens |isted above.

"I nstrunents" shall have the neaning assigned to that termin Section 2.1(e)
her eof .

"I nventory" shall have the nmeaning assigned to such termin Section 2.1(f)
her eof .

"Motor Vehicles" shall nmean notor vehicles, tractors, trailers and other |ike
property, whether or not the title thereto is governed by a certificate of title or
ownershi p, having a fair nmarket value in excess of $40, 000.

"Patents" shall nean all patents and patent applications, including, wthout
limtation, the inventions and inprovenents described and claimed therein together with the
rei ssues, divisions, continuations, renewals, extensions and continuations-in-part thereof,
all incone, royalties, damages and paynents now or hereafter due and/or payabl e under and
with respect thereto, including, without linmitation, danmages and paynents for past or
future infringenents thereof, the right to sue for past, present and future infringenents
thereof, and all rights corresponding thereto throughout the world.

"Trademarks" shall nean all trade nanes, tradenmarks and service marks, |ogos,
trademark and service mark registrations, and applications for trademark and service nark
registrations, including, without Iimtation, all renewals of trademark and service mark
registrations, all rights corresponding thereto throughout the world, the right to recover



for all past, present and future infringements thereof, all other rights of any kind
what soever accrui ng thereunder or pertaining thereto, together, in each case, with the
product lines and goodwi Il of the business connected with the use of, and synbolized by,
each such trade nane, trademark and service mark.



ARTI CLE 2
COLLATERAL

Section 2.1 Security Interest in the Collateral. As collatera
security for the pronpt payment in full when due (whether at stated maturity, by
accel eration or otherw se) of the Obligations, the Borrower hereby pledges, grants and
assigns to the Lender a Lien and security interest in all right, title and interest of the
Borrower in the follow ng property, whether now owned by the Borrower or hereafter
acquired, and whether now existing or hereafter conming into existence, other than Avoi dance
Actions (all being collectively referred to herein as "Collateral"):

(1) all accounts and general intangibles (each as defined in the
Uni form Conmrerci al Code) of the Borrower constituting any right to the payment of
noney, including (but not limted to) all noneys due and to becone due to it in
respect of any |oans or advances or for Inventory or Equiprment or other goods sold
or | eased or for services rendered, all nobneys due and to becone due to it under any
guarantee (including a letter of credit) of the purchase price of Inventory or
Equi prent sold by the Borrower and all tax refunds (such accounts, genera
i ntangi bl es and nobneys due and to becone due being herein called collectively
"Accounts");

(2) all instruments, chattel paper or letters of credit (each as
defined in the Uni form Cormercial Code) of the Borrower evidencing, representing,
arising fromor existing in respect of, relating to, securing or otherw se
supporting the paynent of, any of the Accounts, including (but not limted to)
prom ssory notes, drafts, bills of exchange and trade acceptances (herein
collectively called "lInstrunments");

(3) all inventory (as defined in the Uniform Cormercial Code) of
the Borrower, including Mdtor Vehicles held by the Borrower for |ease (including
| ease to Subsidiaries of the Borrower), fuel, tires and other spare parts, including
Spare Parts, all goods obtained by the Borrower in exchange for such inventory, and
any products made or processed from such inventory including all substances, if any,
commngl ed therewith or added thereto (herein collectively called "lnventory");

(4) all other accounts or general intangibles of the Borrower not
constituting Accounts;

(5) all equipnent (as defined in the Uniform Cormercial Code) of
the Borrower, including all Mtor Vehicles (herein collectively called "Equipnent");

(6) each contract and other agreenent of the Borrower relating to
the sale or other disposition of Inventory or Equipnent;

(7) all docunents of title (as defined in the Uniform Comercia
Code) or other receipts of the Borrower covering, evidencing or representing
I nventory or Equi pment (herein collectively called "Docunents");

(8) all rights, clains and benefits of the Borrower agai nst any
Person arising out of, relating to or in connection with Inventory or Equi pnent
purchased by the Borrower, including, without limtation, any such rights, clains or
benefits against any Person storing or transporting such Inventory or Equi pment;

(9) all cash of the Borrower;



(10) all Contracts, together with all Contract Rights;
(11) the balance fromtinme to tine in the Collateral Account

(12) all Intellectual Property, other than non-assignable rights
owned by the Borrower or any of its Subsidiaries under |icenses whose ownership is
solely incidental to the comercial activities of the Borrower and its Subsidiaries;

(13) all other property of the Borrower's estate (within the meaning
of the Bankruptcy Code), real or personal, including all rights of paynent arising
pursuant to the provisions of the Bankruptcy Code; and

(14) all other tangible and intangi bl e personal property and
fixtures of the Boower, including, without Iimtation, all proceeds, products
of fspring, accessions, rents, profits, incone, benefits, substitutions and
repl acements of and to any of the property of the Borrower described in the
precedi ng clauses of this Section 2 (including, without limtation, any proceeds of
insurance thereon and all causes of action, clainms and warranties now or hereafter
held by the Borrower in respect of any of the itens |listed above) and, to the extent
related to any property described in said clauses or such proceeds, products and
accessions, all books, correspondence, credit files, records, invoices and ot her
papers, including without Iimtation all tapes, cards, conputer runs and ot her
papers and docunents in the possession or under the control of the Borrower or any
conput er bureau or service conpany fromtime to tine acting for the Borrower;

but excluding any right, title and interest of the Borrower in, to or under any Collatera
(the "Excluded Property"), to the extent the security interest created hereby or an

assi gnnment as security of all or part of the Borrower's right, title or interest in, to or
under such Excluded Property would breach, violate or cause a default (which would not be
excused or perm ssible under the relevant provisions of the Bankruptcy Code or by entry of
the Final Order or InterimOrder, as the case nay be) under any agreenent or Contract, to
which the Borrower is a party or by which it is bound relating to such Excluded Property
(it being understood, however, that the proceeds of Excluded Property shall not be excluded
fromthe Collateral except to the extent such a breach, violation or default would arise
fromthe inclusion of such proceeds in the Collateral (which would not be excused or
perm ssi bl e under the rel evant provision of the Bankruptcy Code)). Wthout limting the
Borrower's obligations under the Credit Agreement with respect to such nmatters, the
foregoing grant of a security interest in and of itself shall not be deened (i) to
constitute, require or prevent the assunption of any obligation in the Chapter 11 Case or
(ii) to prohibit the rejection of any obligation in the Chapter 11 Case. Anything herein
contained to the contrary notw thstanding, the Borrower shall remain |iable under any
agreenents or Contracts, referred to in this Section 2 and to performall of its respective
obligations thereunder, all in accordance with the respective terns and provisions thereof
but subject to the relevant provisions of the Bankruptcy Code and without prejudice to the
Borrower's right to assune or reject such | eases or executory contracts under § 365 of the
Bankruptcy Code, and the Lender shall have no obligation or liability under any of the

af orenenti oned agreenents or Contracts by reason of or arising out of the foregoing grant
nor shall Lender be required or obligated in any manner to performor fulfill any
obligation of the Borrower pursuant thereto, or to nmake any paynent, or to present or file
any claim or to take any action to collect or enforce the paynment of any anmpunts which may
have been assigned to Lender or to which it nay be entitled at any time. However, the
Lender shall, at its option, have the right, but not the obligation, to cure any defaults
under any such agreenments or Contracts being assuned and/or assunmed and assigned to the
Lender or its designee in connection with the exercise of its renedi es hereunder and under
Section 10.3 of the Credit Agreenent.

ARTI CLE 3
REPRESENTATI ONS AND WARRANTI ES

Section 3.1 Representati ons and Warranties. The Borrower represents and
warrants to the Lender as of the date hereof as foll ows:




(1) The Borrower is (or will be at the tinme the Lien created hereby
attaches) and will continue to be until all of the Ooligations have been satisfied
in full the sole legal, beneficial and record owner of the Collateral in which it
purports to grant a security interest pursuant to Section 2 hereof and no Lien
exists or will exist upon such Collateral at any time (and no right or option to
acquire the same exists in favor of any other Person), except for the Liens and
security interests in favor of the Lender created or provided for herein, and in the
Credit Agreenent and the Liens permtted under Section 9.2 of the Credit Agreenent,
whi ch Liens and security interests constitute first priority perfected Liens and
security interests in and to all of such Collateral, except for the Permtted Liens
to which the Lender's security interest herein is junior and subordinate. There is
no financing statenment naming the Borrower as debtor (or simlar documents or
instrument of registration under the | aw of any jurisdiction) now on file or
registered in any public office covering any interest of the Borrower in any
Col | ateral, except as permitted under Section 9.2 of the Credit Agreenent.

(2) This Agreenment creates a valid first priority security interest
in favor of the Lender in the Collateral, as security for the Obligations, except
for Permitted Liens to which the Lender's security interest herein is junior and
subordi nate. Upon entry of the Interim Oder or Final Order, as the case may be,
such security interest is, or in the case of Collateral in which the Borrower
obtains rights after the date hereof, will be, a perfected first priority security
interest, subject to Permitted Liens. Upon entry of the InterimOder or Final
Order, as the case may be, all action necessary or desirable to perfect and protect
such security interest has been duly taken.

(3) Annex 1 hereto sets forth all material Contracts, and other
mat eri al agreenments under which the Borrower holds, as of the date of this
Agreenent, a |easehold or proprietary interest, which Annex shall be updated from
time to time pronptly after the disposition or acquisition of any such | easehold or
proprietary interests.

(4) Annexes 3, 4, and 5 hereto set forth a conplete and correct
list of all Copyrights, Patents and Tradenmarks (other than immterial rights arising
under common | aw) owned by the Borrower on the date hereof; the Borrower owns and
possesses the right to use, and has done nothing to authorize or enable any other
Person to use, any Copyright, Patent or Trademark listed in said Annexes 3,4, and 5,
and all registrations listed in said Annexes 3, 4,and 5 are valid and in full force
and effect; the Borrower owns and possesses the right to use all Copyrights, Patents
and Tradenarks.

(5) The chief executive office of the Borrower is set forth on
Annex 2.
ARTI CLE 4
FURTHER ASSURANCES; REMEDI ES
Section 4.1 Further Assurances; Renedies. |In furtherance of the grant of

the security and pledge interest pursuant to Section 2 hereof, each Borrower hereby agrees
with the Lender as follows:

Section 4.2 Delivery and Gt her Perfection. Each Borrower shall:

(1) if any of the shares, securities, interests, noneys or property
required to be pledged by it under Section 2.1 hereof are received by the Borrower,
forthwith either (i) transfer and deliver to the Lender such shares or securities or
interests so received by the Borrower(together with the certificates for any such
shares and securities or interests duly endorsed in blank or acconpani ed by undated
stock powers duly executed in blank), all of which thereafter shall be held by the
Lender, pursuant to the terns of this Agreement, as part of the Collateral or (ii)
take such other action as the Lender shall deem necessary or reasonably appropriate



to duly record the Lien created hereunder in such shares, securities, interests
noneys or property in said clauses (a) and (b) of Section 2.1 herein;

(2) deliver and pl edge to the Lender any and all Instrunents,
endor sed and/ or acconpani ed by such instrunments of assignnment and transfer in such
form and substance as the Lender may request provided that so |ong as no Default
shal | have occurred and be continuing, each Borrower may retain for collection in
the ordinary course any Instruments received by the Borrower in the ordinary course
of business and the Lender shall, pronptly upon request of the Borrower nmke
appropriate arrangenents for making any other Instrunment pledged by the Borrower
available to the Borrower for purposes of presentation, collection or renewal (any
such arrangenent to be effected, to the extent deenmed appropriate by the Lender,
agai nst trust receipt or |ike docunent);

(3) gi ve, execute, deliver, file and/or record any financing
statenment, notice, instrunent, docunent, agreenent or other papers that may be
necessary or desirable (in the reasonable judgnment of the Lender) to create,
preserve, perfect or validate the security interest granted pursuant hereto or to
enabl e the Lender to exercise and enforce its rights hereunder with respect to such
security and pl edge interest;

(4) keep full and accurate books and records relating to the
Col | ateral, and stanp or otherw se mark such books and records in such manner as the
Lender may reasonably require in order to reflect the security interests granted by
this Agreenent; and

(5) permt representatives of the Lender, upon reasonable notice,
at any tine during normal business hours to inspect and nake abstracts fromits
books and records pertaining to the Collateral, and permt representatives of the
Lender to be present at the Borrower's place of business to receive copies of all
conmmuni cations and remttances relating to the Collateral, and forward copi es of any
notices or communi cations received by the Borrower with respect to the Collateral,
all in such manner as the Lender nay reasonably require.

Section 4.3 Preservation of Rights. The Lender shall not be required to
take steps necessary to preserve any rights against prior parties to any of the Collateral.

Section 4.4 Special Provisions Relating to Certain Collateral.

(1) Intell ectual Property.

(1) For the purpose of enabling the Lender to exercise
ri ghts and renedi es under Section 5.5 hereof at such tinme as the Lender shall be
lawfully entitled to exercise such rights and renedies, and for no other purpose,
each Borrower hereby grants to the Lender, to the extent assignable w thout any
consent not theretofore obtained, an irrevocable, non-exclusive |icense (exercisable
wi t hout paynment of royalty or other conpensation to the Borrower) to use, assign,
Iicense or sublicense any of the Intellectual Property now owned or hereafter
acquired by the Borrower, wherever the same may be | ocat ed.

(2) Not wi t hst andi ng anyt hi ng contained herein to the
contrary, so long as no Event of Default shall have occurred and be continuing, the
Borrower will be permitted to exploit, use, enjoy, protect, license, sublicense,
assign, sell, dispose of or take other actions with respect to the Intellectual

Property. The exercise of rights and renedi es under Section 4. 4(b) hereof by the
Lender shall not terminate the rights of the holders of any licenses or sublicenses
theretofore granted by the Borrower in accordance with the first sentence of this
cl ause (2).

(2) Equi prent. The Borrower shall, upon the request of the Lender,
deliver to the Lender originals of the certificates of title or ownership for all



Equi prent, i ncludi ng Motor Vehicles, covered by a certificate of title owned by the
Borrower with the Lender listed as |ienholder, and take such other action as the
Lender shall deem appropriate to perfect the security interest created hereunder in
all such Equipment.

Section 4.5 Events of Default, Etc. During any period during which an
Event of Default shall have occurred and be continuing, but subject to the rel evant
provisions of Section 10.3 of the Credit Agreenent:

(1) the Borrower shall, at the request of the Lender, assenble the
Coll ateral owned by it at such place or places, reasonably convenient to both the
Lender and the Borrower, designated in the Lender's request;

(2) the Lender may nake any reasonabl e conprom se or settlenent
deemed desirable with respect to any of the Collateral and may extend the tinme of
payment, arrange for paynment in installnents, or otherwise nodify the ternms of, any
of the Collateral

(3) the Lender shall have all of the rights and renedies with
respect to the Collateral of a secured party under the Uniform Commercial Code
(whet her or not said Code is in effect in the jurisdiction where the rights and
remedi es are asserted) and such additional rights and renedies to which a secured
party is entitled under the laws in effect in any jurisdiction where any rights and
remedi es hereunder may be asserted, including, without Iimtation, the right, to the
maxi mum extent permtted by law, to exercise all voting, consensual and other powers
of ownership pertaining to the Collateral as if the Lender were the sole and
absol ute owner thereof (and the Borrower agrees to take all such action as may be
appropriate to give effect to such right)

(4) the Lender in its discretion may, in its name or in the nane of
the Borrower or otherw se, demand, sue for, collect or receive any nobney or property
at any tine payable or receivable on account of or in exchange for any of the
Col |l ateral, but shall be under no obligation to do so

(5) foreclose on this Agreement and the security interests created
t hereby, and sell, |ease, assign or otherw se dispose of all or any part of the
Col |l ateral or any part thereof which shall then be or shall thereafter come into the
possessi on, custody or control of the Lender or any of its agents in a public or
private sal e; and/or

(6) with respect to all unexpired | eases and executory contracts
(within the neaning of the Bankruptcy Code), the Lender shall, wi thout application
to or order of the Bankruptcy Court, have the exclusive right, upon the occurrence
and during the continuance of an Event of Default on the Termi nation Date, to direct
t he disposition, subject to the rights and renedies enforceable by or available to
parties, other than the Borrower (including rights under 88 365 of the Bankruptcy
Code), with respect to such property, of the Borrower's right, title and interest in
and to any such property, including directing the Borrower to seek any consent
necessary to di spose of such property or assume and assign such property to the
Lender or its designee. The proceeds from any such disposition shall be applied in
accordance with the terns of the Credit Agreenent.

Section 4.6 Deficiency. If the proceeds of sale, collection or other
realization of or upon the Collateral pursuant to Section 4.5 hereof are insufficient to
cover the costs and expenses of such realization and the paynent in full of the
ol igations, the Borrower shall remain |iable for any deficiency.

Section 4.7 Renmoval s, Etc. Wthout at |east 30 days' prior witten notice
to the Lender, the Borrower shall not maintain any of its books and records with respect to
the Collateral at any office or maintain its principal place of business at any place, or
permt any Inventory or Equi pnment to be | ocated anywhere, other than at one of the
| ocations identified in Annex 2 hereto under its name or in transit fromone of such



| ocations to another or (ii) change its nanme, or the nanme under which it does business,
fromthe nane shown on the signature pages hereto.

Section 4.8 Application of Proceeds. Except as otherw se herein expressly
provi ded, the proceeds of any collection, sale or other realization of all or any part of
the Coll ateral of the Borrower under Section 4.5 hereof, and any other cash of the Borrower
at the tine held by the Lender under and in accordance with Section 4 hereof or this
Section 5, shall be applied by the Lender to reduce the Cbligation then outstanding in
accordance with the terns of the Credit Agreenent.

As used in this Section 4, "proceeds" of Collateral shall nean cash,
securities and other property realized in respect of, and distributions in kind of,
Col Il ateral, including any thereof received under any reorgani zation, liquidation or
adj ust ment of debt of the Borrower.

Section 4.9 Attorney-in-Fact. Wthout limting any rights or powers
granted by this Agreenent to the Lender while no Event of Default has occurred and is
continui ng, upon the occurrence and during the continuance of any Event of Default, the
Lender is hereby appointed the attorney-in-fact of each Borrower for the purpose of
carrying out the provisions of this Section 5 and taking any action and executing any
instrunents which the Lender may deem necessary or reasonably advisable to acconplish the
pur poses hereof, which appointnent as attorney-in-fact is irrevocable and coupled with an
interest.

Section 4.10 Perfection. Prior to or concurrently with the execution and
delivery of this Agreenent, each Borrower shall file such financing statenents and ot her
docurments in such offices as the Lender may request to perfect the security interests
granted by Section 2.1 hereof.

Section 4.11 Ternmination. Wen all the Obligations shall have been paid in
full and the Conm tnments of the Lender under the Credit Agreenent shall have expired or
been term nated, this Agreement shall term nate, and the Lender shall forthwi th cause to be
assi gned, transferred and delivered, against receipt but w thout any recourse, warranty or
representati on whatsoever, any renmi ning Collateral and noney received in respect thereof,
to or on the order of the Borrower and to be rel eased and cancelled all l|icenses and rights
referred to in Section 4.4(b) hereof. The Lender shall al so execute and deliver to the
Borrower upon such term nation such Uniform Comercial Code term nation statenents,
certificates for termnating the Liens on the Mdtor Vehicles and such other docunentation
as shall be reasonably requested by the Borrower to effect the term nation and rel ease of
the Lien of this Agreenent on the Collateral.

Section 4.12 Expenses and Indemiti es.

(1) The Borrower agrees to reinburse the Lender for all reasonable
out - of - pocket expenses of the Lender (including, without [imtation, the reasonable
fees and expenses of outside and internal |egal counsel) of, or incident to (i) any
Event of Default and (ii) any enforcenent or collection proceeding resulting
therefrom including, without linmtation, (A) performance by the Lender of any
obligations of the Borrower in respect of the Collateral that the Borrower have
failed or refused to perform (B) any actual or attenpted sale, or any exchange,
enforcenent, collection, conprom se or settlement in respect of any of the
Col |l ateral, and for the care of the Collateral and defending or asserting rights and
clainms of the Lender in respect thereof, by litigation or otherw se, including
expenses of insurance, (C) judicial or regulatory proceedings and (D) the
enforcenment of this Section 4, and all such expenses shall be bligations to the
Lender secured under Section 2 hereof.

(2) The Borrower agrees to indemify the Lender from and agai nst
any and all reasonable clains, losses and liabilities (including, wthout
limtation, the reasonable fees, client charges and ot her expenses of the Lender's
outside and internal counsel) growing out of or resulting fromthis Agreenment or the
enforcenment of any of the terns hereof (including, without limtation, the sale of



Col l ateral pursuant to a public or private offering and each and every docunent
produced in furtherance thereof), except clains, losses or liabilities resulting
solely and directly fromthe Lender's gross negligence, bad faith or willful

m sconduct, subject to prior witten notice to the Borrower and the Committee with a
period of ten Banking Days to raise objections to such clainms, |osses, and
liabilities, and further, provided that all such objections shall be resolved by the
Bankruptcy Court. .

Section 4.13 Further Assurances. The Borrower agrees that, fromtine to
time upon the witten request of the Lender, the Borrower will execute and deliver such
further docunents and do such other acts and things as the Lender nay reasonably request in
order fully to effect the purposes of this Agreenent.

Section 4.14 Releases. Wthout limting the obligations of the Borrower
hereunder and under the Credit Agreenment, upon the sale, assignnment, transfer or other
di sposition of any property effected in accordance with the Credit Agreenent, the Lender
shall, at the Borrower's expense, execute and deliver to the Borrower such Uniform
Conmerci al Code term nation statenents and such other docunentation as shall be reasonably
requested by the Borrower to effect the termnation and release of the Lien of this
Agreement on such property.

Section 4.15 Oher Financing Statenments and Liens. Except as otherw se
perm tted under Section 9.2 of the Credit Agreenment and except for precautionary financing
statements filed with respect to operating | eases (as defined in accordance with GAAP)
entered into by the Borrower, the Borrower shall not file or suffer to be on file, or
aut horize or pernmit to be filed or to be on file, in any jurisdiction, any financing
statenent or like instrument with respect to the Collateral in which the Lender is not
named as the sole secured party.

ARTI CLE 5
M SCELLANEQUS

Section 5.1 No Waiver. No failure on the part of the Lender or any agent
of the Lender to exercise, and no course of dealing with respect to, and no delay in
exercising, any right, power or remedy hereunder shall operate as a waiver thereof; nor
shall any single or partial exercise by the Lender or any agent of the Lender of any right,
power or renmedy hereunder preclude any other or further exercise thereof or the exercise of
any other right, power or renmedy. The renedies herein are cunulative and are not excl usive
of any renedi es provided by |aw

Section 5.2 Notices. All notices, requests, consents and demands hereunder
shall be made in the manner and at the addresses set forth in Section 11.5 of the Credit
Agr eenent .

Section 5.3 Amendnents, Etc. The terns of this Agreenent may be waived,
altered or anended only by an instrunent in witing duly executed by the Borrower and the
Lender. Any such amendnent or wai ver shall be binding upon the Lender and the Borrower.

Section 5.4 Successors and Assigns. This Agreenment shall be binding upon
and inure to the benefit of the respective successors and assigns of the Borrower and the
Lender (provided that the Borrower shall not assign or transfer its rights hereunder
wi thout the prior witten consent of the Lender).

Section 5.5 Captions. The captions and section headi ngs appearing herein
are included solely for convenience of reference and are not intended to affect the
interpretation of any provision of this Agreenent.

Section 5.6 Counterparts. This Agreement may be executed in any nunber of
counterparts, all of which taken together shall constitute one and the sane instrunent and
any of the parties hereto may execute this Agreenent by signing any such counterpart.



Section 5.7 Governing Law. This Agreenent shall be governed by, and
construed in accordance with, the internal law of the State of New York, without regard to
choi ce of law principles thereof, except to the extent governed by the Bankruptcy Code

Section 5.8 Severability. If any provision hereof is invalid and
unenforceable in any jurisdiction, then, to the fullest extent permitted by law, (i) the
ot her provisions hereof shall remain in full force and effect in such jurisdiction and
shall be liberally construed in favor of the Lender in order to carry out the intentions of
the parties hereto as nearly as nay be possible and (ii) the invalidity or unenforceability
of any provision hereof in any jurisdiction shall not affect the validity or enforceability
of such provision in any other jurisdiction.

10



I'N WTNESS WHEREOF, the parties hereto have caused this Security and

Pl edge Agreenment to be duly executed and delivered as of the day and year first

above witten.

EMPI RE ONE TELECOVMUNI CATI ONS, | NC.

By
Title:
Chi ef Executive Ofice:
EOT LENDI NG CORP.

By

Title: President

EXH BIT 10

MANAGEMENT AGREEMENT

Thi s Managenent Agreenent (the “Agreenent”), dated as of April 11, 2001 by and

bet ween Sonus

Conmmuni cati on Hol di ngs, Inc., a Delaware corporation (“Sonus”), and

QUADRANT MANAGEMENT, |INC. (“Quadrant”), a Del aware general partnership (“Manager”).

The parties hereto hereby agree as follows:

Section

(a)

(b)

()

(d)

Secti on2

1. Manager's Duti es

Based on the exercise of the best judgenent of the directors of Sonus,
Sonus hereby grants to Manager, subject only to any limtations

i mposed by applicable |aw and the terns and conditions of this
Agreenent, full managenent authority for all of the business affairs
and operations of Sonus.

Manager, or any permtted assi gnee of Manager hereunder, shall provide
such managenent personnel, as it shall, in its sole discretion, deem
necessary or desirable to perform Manager’s duties hereunder.

Manager shall, to the extent it deens advi sable, provide nanagerial,
financial, insurance, sales and narketing, |egal and advisory services
to, and assune day-to-day operating control of the business operations
of Sonus. Manager will use its best efforts to take such action, as
it deens necessary to conduct the business operations of Sonus in a
prudent nanner.

Manager may, fromtine to time, in its sole discretion, assune and
adm ni ster such other duties, functions and responsibilities as may be
assi gned, del egated or requested of it by Sonus’s officers and
directors.

Third Party Consul tants

In fulfilling any or all of the duties and responsibilities set
forth herein, or which may otherw se be requested of Manger or
which may arise within the scope of Manager’'s duties and

responsi bilities hereunder, Manager may utilize the assistance and
expertise of such consultants, accountants, |awers, engineers,
specialists and other third party services as it may reasonably
deem necessary or advisable, including third parties that may be
related to Manage or its affiliate’s, so long as the fees of such
related consultants are charged on an armis-length basis. All
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costs or expenses incurred or arising as a result of such third
party services, utilized on behalf of Sonus or any of its
subsidiaries, as the case may be, shall be for the account of, and
shal |l be paid by, Sonus; provided, however, that the consent of
Sonus shall be required for any individual cost or expense
exceedi ng $10, 000 for any nonth.

Section3 Fees and Expenses

For the services rendered by Manager Sonus pursuant to and during the term of
t he Agreement, Sonus agrees to pay Manager a fee of one nmillion (1,000, 000)

warrants with an exercise price of $.01 per share. - Sonus also agrees to
rei mburse Manager for any direct costs and expensed it may incur in carrying
out the terms of the Agreenent. Such costs and expensed will be cal cul ated
by Manager and invoiced to Sonus on a quarterly basis. Reinbursenent by
Sonus to Manager for such costs and expenses shall be due within 30 days
Section 4 Term of the Agreenent
(a) The termof this Agreenent shall be for a period comrenci ng on

(b)

January 1, 2001, and ending on June 30, 2001 unl ess previously
term nated by the parties hereto in the manner provi ded herein.
Thi s agreenment nay be renewed at the end of its’ termfor another
six nonth period, with nutual consent of Sonus and Quadrant.

The termination of this Agreement by either party hereto shall not
affect, restrict, dimnish or renmove any rights, obligations or
remedi es held or arising by either party under the terns of this
Agreenent by either party hereto shall not affect, restrict,

di m ni sh or renove any rights, obligations or renedies held or
arising by either party under the terns of this Agreenent up to and
through the effective date of term nation hereof.

Section5 Liability; Indemification

(a)

(b)

(c)

Manager and its officers, directors, enployees, affiliates and
agents (collectively, the “Indemitees”) shall have no liability to
Sonus or any of its subsidiaries, or to its sharehol ders, officers,
directors, enployees, affiliates or agents, or to any third party,
for any losses, liabilities, obligations, fines, injunctions or

ot her costs or expenses of any kind, directly or indirectly,
sustained, or incurred or arising as a result of the Indemitees,
(or of any third party retained by a result of the Indemitees’ (or
of any third party retained by or acting on behal f of Manager
hereunder) failure to act, failure to perform failure to exercise
a duty of care of for any other cause or reason, except as may
result form Manager’s crimnal actions, willful msconduct or gross
negl i gence.

Sonus shall indemify, save and hold harnl ess the Indemitees from
and agai nst and rei nburse the same with respect to any obligation
liability, cost or damage, including costs of defense and
investigation (all of which shall be paid fromtinme to tine upon
request by the |Indemitees, acconpani ed by a reasonably detail ed
expl anation thereof), directly or indirectly resulting from or
relating to the duties, actions and responsibilities of Manager or
any other party retained by or acting on behalf of Manager under
the terns of this Agreenment or otherwise relating to such party due
to such party’'s actions ;or failure to act hereunder; provided,
however, that such indemification shall not be applicable to any
obligation, liability, cost or dame resulting from Manager’s
crimnal actions, willful msconduct or gross negligence hereunder.

Sonus shall include endorsenments on all its insurance policies, as
Manger shall fromtine to tinme request as additional insured

t hereunder. Manage shall be listed as an additional insured by
Sonus on all insurance coverage, including corporate genera

12



liability insurance, maintained by Sonus, in such anpbunts and with
such provision and limtation as Manager may reasonably deem
acceptabl e for the adequate protection of Mnager.

(d) Manager shall indemify, and hold harm ess Sonus and its
sharehol ders, officer, directors, enployees, affiliates and agents,
from and agai nst and rei nburse the sane with respect to any
obligation, liability, cost or damage including costs of defense
and investigation (all of which shall be paid fromtine to tinme
upon the request of any of the foregoing, acconpanied by a
reasonably detail ed explanation thereof), directly or indirectly
resulting fromor relating to the crimnal actions or willful
m sconduct of manger hereunder.

Secti on6 Modi fi cati on

Except as otherw se provided herein, neither this Agreement nor any provision
hereof may be nodified, changed, discharged, waived or terninated except by

an instrunent in witing signed by the party agai nst whomthe enforcenent of
any such nodification, change, discharge, waiver or term nation is sought.

Section7 Entire Agreenent

This Agreenment and the other witing refereed to herein or deliver pursuant hereto
which form a part hereof contain the entire Agreement between the parties wth
respect to the subject matter hereof and supersede all prior and contenporaneous
arrangenments or understanding with respect thereto.

Secti on8 Not i ces

Any and all notices or denmands hereunder shall be in witing
and shall be served either personally or by telex or facsimle; when confirned by

i medi ate express courier. If served personally, service shall be conclusively
deemed nmade at the time of service. Ids served by express courier, on receipt
t her eof . Notices shall be addressed to the party at the address set forth on the

| ast page of this Agreement or such other address as nmay hereafter be designated in
witing by a party hereto.

Section9 Sur vi val
The indemnifications granted under Section 5 above shall

survive the term nation or cancellation of this Agreement and shall find and inure
to the benefit of the parties hereto, their successors and assigns.

Sectionl0 Successors and Assign

This agreement shall bind and inure to the benefit of the
parties hereto and their respective successors, pernmitted assi gns and
representatives. This Agreerment shall not be assignable, in whole or in part,
wi t hout the express witten consent of the whole or in part, wthout the express
witten consent of the other party; provided, however, that this provision hall in

no way limt the right of Manage (a) to enlist the assistance of, hire or retain on
the behalf of Sonus consultants, experts or other third parties in assisting it in
carrying out and adm nistering Manager’s duties and responsibilities hereunder, or
(b) to assign or transfer its duties and responsibilities to another conpany which
is wholly or majority-owned or controlled by

(i) Manage or (ii) such persons as control Manager

Sectionll Rel ati onship
The sole relationship existing between Sonus and Manager shall
be that as reflected under the ternms of their Agreenent. This Agreenent shall not

be construed as creating any partnership, joint operation or organization wherein
the parties hereto are deened to be partners.

Sectionl2 Cooperation
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The parties hereto agree to execute and deliver fromtinme to
time such additional docunents, instruments, agreenents, and other evidences of
authority as may be necessary or prudent to carry out the intent of this Agreenent
and the transactions contenpl ated hereby.

Sectionl3 Anmendnent s

This Agreenent may be anmended only in witing executed by the
parties hereto. Any armendnent of this Agreenent shall be dated, and, where any
conflict arises between the provisions of said amendnment and provisions incorporated
in earlier docunents, the nbst recent provisions shall be controlling.

Sectionl4 Wi ver

Any party hereto may, in witing, waive any term covenant,
condition or contingency for its benefit contained herein, provided that no such
wai ver shall operate to waive any other term covenant, condition or contingency not
expressly included in such waiver. The waiver by any party hereto or any breach or
violation of any term covenant or condition contained herein shall not be deened a
wai ver of any other breach or violation thereof or of any other term covenant,
condi tion or other provision hereof.

Secti onl5 Severability

Not hi ng contained in this Agreenment shall be construed so as to
require the conmission of any act contrary to law, and wherever there is any
conflict between any provision of this Agreenent and any present or future statute,
| aw, ordinance, or regulation contrary to which the parties hereto have no |egal
right to contract, the latter shall prevail, but in such event the provision of this
Agreenent affected thereby shall be curtailed an limted only to the extent
necessary to bring it with the requirenent of law, and all remaining provisions of
this Agreenent shall remain in force and effect.

Sectionl6 Governi ng Law

The parties hereto agree that all questions as to the validity,
construction and performance of this Agreement shall be governed and construed in
accordance with the internal laws of the State of New York, wi thout giving effect to
its conflict of |aw provisions.

I'N WTNESS WHEREOF, the parties hereto have executed and delivered this Agreenent as
of the date first above dated.

SONUS COVMUNI CATI ON HOLDI NGS, | NC.

By:
Nane:
Title:
QUADRANT MANAGEMENT, | NC.
By:
Nane:
Title:
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